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BUILDING FOR THE FUTURE Growth — driven by strong 


North American demand for natural gas—is the keynote for 
TransCanada PipeLines as it enters the 1990s. In 1989, the company 
launched its most ambitious expansion ever, adding capacity to 

its system with a $631 million program to construct additional pipeline 
and compression facilities on its mainline. Expansion is expected to 
continue at a very strong pace over the next several years. 


The 1990 Annual Meeting of Shareholders is scheduled for Monday, 
April 30, 1990 at 10:30 a.m. at the Westin Hotel, Winnipeg, Manitoba. 


CORPORATE PROFILE 


TRANSCANADA PIPELINES, A CANADIAN COMPANY, IS ONE 
OF THE LEADING TRANSPORTERS AND MARKETERS OF NAT- 
URAL GAS, WITH ASSETS EXCEEDING $4 BILLION. = SINCE 
COMPLETION OF ITS ORIGINAL PIPELINE IN 1958, THE 
COMPANY HAS LINKED WESTERN CANADIAN PRODUCING 
FIELDS TO NATURAL GAS MARKETS IN EASTERN CANADA 
AND THE UNITED STATES. <> TODAY TRANSCANADA OWNS 
AND MANAGES ae OF THE WORLD’S LONGEST PIPELINES, 
WITH MORE THAN a1 O08 KILOMETRES OF PIPE STRETCHING 
ACROSS FOUR PROVINCES FROM ALBERTA TO QUEBEC. => 
IT ALSO HAS INVESTMENTS IN OTHER MAJOR PIPELINE 


SYSTEMS IN CANADA AND THE U.S. ve THROUGH ITS 


WHOLLY-OWNED Bo lee td eG WESTERN GAS MARKETING 
LIMITED, TRANSCANADA IS THE MAJOR BUYER OF WESTERN 
CANADIAN NATURAL GAS. <> WESTERN GAS MARKETING 
ADMINISTERS LONG-STANDING NATURAL GAS PURCHASE 
AND SALES CONTRACTS AND COMPETES FOR NEW MAR- 
KETS IN CANADA AND THE Us: <o THROUGH OTHER 
SUBSIDIARIES, TRANSCANADA ic INVOLVED IN COMBINED- 
CYCLE POWER GENERATION USING NATURAL GAS AS FUEL; 
ADVANCED PIPELINE INSPECTION TECHNOLOGY AND SER- 
VICE; AND THE MANUFACTURE AND WORLDWIDE MARKET- 
ING OF A PREMIUM-QUALITY THERMAL CARBON BLACK 
USED IN A WIDE VARIETY OF INDUSTRIAL APPLICATIONS. 
< TO MEET RISING NORTH AMERICAN DEMAND FOR 
NATURAL GAS, TRANSCANADA APPEARS TO BE IN THE 


MIDST OF THE LARGEST EXPANSION IN ITS HISTORY. vy 


HIGHLIGHTS 


1989 1988 1987 
FINANCIAL 
(millions of dollars except per common share data) 
Income from continuing operations 210.1 72.3 171.4 
Loss from discontinued operations (13.4) (80.9) (11.4) 
Net income/(loss) for the year 196.7 (8.6) 160.0 
Net income/(loss) applicable to common shares 164.9 (46.0) 121.4 
Funds generated from continuing operations 289.7 286.5 246.2 
Cash generated from discontinued operations 44.4 155: 5 69.6 
Per common share data 
Net income/(loss) applicable to common shares 
from continuing operations $ 1.18 $ 0.24 SOS 
from discontinued operations $(0.09) $(0.55) $(0.09) 
Net income/(loss) applicable to common shares $ 1.09 $(0.31) $ 0.96 
Funds generated from continuing operations $ 1.91 $ 1.96 SalegS 
Dividends declared $ 0.68 $ 0.68 $1.12 
OPERATING STATISTICS 
(billions of cubic feet) 
Gas transmission volumes delivered 
Domestic 1,031.1 1 OOF 954.1 
Export 386.9 SSiZ9 VOWS 
Gas sales and marketing volumes sold 
Domestic 771.1 792.4 839.7 
Export 296.3 280.1 1SORS 


INCOME FROM CONTINUING OPERATIONS 
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REPORT TO SHAREHOLDERS 


Gerald J. Maier 


The 1980s were turbulent years for the North American petroleum industry. Reduced demand for 
natural gas and an economic recession characterized the early 1980s, while volatile oil and gas 
prices, the transition to deregulation of natural gas marketing and the advent of open access to 
natural gas pipelines created profound changes in the industry. TransCanada has been able to 
adapt to these changes, and is well positioned to meet the 
challenges of the 1990s. 

1989 HIGHLIGHTS A review of the major events of the past 
year gives perspective to the high level of activity and degree of 
change experienced by the company. In May, TransCanada 
completed a major corporate restructuring, which was designed to 
divide the company into two separate, publicly traded companies 

— TransCanada PipeLines Limited, a natural gas transmission and 
marketing company, and Encor Inc., Canada’s twelfth largest oil 

and gas company. The restructuring ae the logic and purpose behind it were fully explained to 
shareholders at the time of the transaction. It is gratifying that it has been well received by 
shareholders, and that they have realized the benefits of our objectives, one of which was a more 
responsive market valuation of the company’s businesses. At the end of 1989, the shares in the 
two companies were trading at a combined price of $20.15, up from the $13.00 trading price of 
TransCanada’s shares in September 1988, when the company first announced its intention to 
restructure. Following the restructuring, TransCanada re-aligned its management and depart- 
mental organization to improve efficiency, effectiveness and co-ordination. In October, Trans- 
Canada announced it would move its Toronto office to Calgary during the summer of 1990. The 
relocation will result in lower operating costs, and thus improve the company’s competitiveness for 
the benefit of all stakeholders. Moreover, with the changing nature of the natural gas industry it is 
strategically advantageous for the company to be located where it can interface more closely with 
the sector controlling gas supply. In keeping with its objective to provide an efficient, reliable 
transportation system to meet the needs of its customers at reasonable cost, TransCanada 


completed the $631 million 1989 expansion of its mainline essentially on time and within budget. 
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Under that construction program, the company added 364 kilometres of pipeline and 157,000 
kilowatts of compression power to its system. In addition, Great Lakes Gas Transmission System, 
50 per cent owned by TransCanada, began a U.S. $187 million expansion program in 1989, 
which will be completed in the first half of 1990. ‘TransCanada’s natural gas deliveries in 1989 
reached a record level of 1,418 billion Cubic feet, up five per cent from 1988, reflecting the steady 
increase in demand for gas in our market areas, as well as the company’s operational integrity and 
reliability. Western Gas Marketing, TransCanada’s wholly-owned marketing subsidiary and the 
country’s largest natural gas marketer, continued to show leadership by establishing important 
precedents in securing new or amended agreements with both producers and consumers, giving 
effect to the principles of deregulation. In August, Western Gas Marketing, in conjunction with 
other marketing firms and the Alberta Northeast group, obtained producer support to supply new 
northeastern U.S. markets via the proposed Iroquois Gas Transmission System. This was an 
important development as it signifies recognition of the need to ay markets for Canadian 
natural gas. "TransCanada succeeded in eliminating or greatly reducing its exposure to certain 
liabilities, including receipt of a favorable decision and final disposition of the Saskatchewan Power 
Corporation lawsuit which was for $59.2 million plus interest; completion of a program to hedge 
the foreign exchange exposure on the Swiss franc non-utility debt; a substantial reduction in the 
company’s indemnity for the Topgas program from $360 million to 10 per cent of the debt balance 
outstanding (the outstanding debt balance was $1.152 billion at year end); and pending 
termination of a U.S. $442 million limited indemnity for Northern Border Pipeline Company 

debt. Construction began on the Ocean State Power Project, a combined-cycle electrical 
generating plant in Rhode Island, which will be fueled by Canadian natural gas. TransCanada 
owns 40 per cent of the project, and the first power sale is scheduled for later this year. "The 
corporate restructuring and utilization of resultant cash deposits, ongoing finance-related opera- 
tions, a reduction in taxes through utilization of previous tax losses and a higher approved return 
on the gas transmission operations all contributed to a strong improvement in TransCanada’s 
financial performance in 1989. Net income applicable to common shares from continuing 


operations was $178.3 million or $1.18 per share, compared with $34.9 million or 24 cents per 
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share a year ago. After accounting for discontinued oil and gas operations, 1989 earnings were 
$164.9 million or $1.09 per share, compared with a 1988 net loss of $46 million or 31 cents per 


share. In December, the company filed its revised 1991-1992 facilities application with the 


National Energy Board. The application calls for an investment of $2.57 billion and seeks approval 
to add 1 592 kilometres of pipe and 321,000 horsepower of 
compression to TransCanada’s natural gas pipeline system over the 
two-year period. The expansion will allow the company to ship an 
additional 831.5 million Cubic feet of natural gas daily. 

OUTLOOK lf the past few years are any indication of the future, 
the petroleum industry and TransCanada itself will continue to 
experience a level of change that defies the most careful projec- 


tions. Nevertheless, we believe it is important to look ahead and 


J.V. Raymond Cyr outline to shareholders our views on the future direction of the 
company. ‘"TransCanada’s strategy for the coming years embodies the positive outlook for 
natural gas in North America. As concern for the environment increases, natural gas is being 
recognized as the most environmentally benign source of fossil fuel, and it will continue to grow in 
importance as an energy choice. Other factors such as economics, plentiful supply, North 
American security of supply and the time frame needed to develop and deliver alternative forms of 
energy, all support strong growth in natural gas demand well into the 21st century. It is within this 
framework that TransCanada sees its role continuing to grow as one of the continent’s major 
transporters and marketers of natural gas. While TransCanada is no longer directly involved in 
the exploration and development of natural gas supply, the company nevertheless continues to 
view high quality, secure, and economic natural gas supply as fundamental to its viability and 
growth. In this regard, we have commissioned studies by outside experts to confirm our internal 
analyses that the western Canadian sedimentary basin has sufficient reserves to meet realistic 
projections of demand well beyond the year 2000. By that time, supplies from the Northwest 


Territories, which are already discovered and well recognized, will be available to offset western 


Canadian production declines. This supply confidence provides assurance that the company’s 
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existing pipeline facilities will be fully utilized, and strong evidence of the need for our proposed 
additional throughput capacity. "TransCanada’s main focus over the next three or four years will, 
therefore, be on the following priorities: eJudicious, well-engineered, and carefully managed 
expansion of TransCanada’s mainline and its other affiliated pipelines to meet the needs of 
producers, shippers, and consumers. New investment on the company’s mainline in Canada 
could be in the order of $3 billion. As well, our share of additional investment in affiliated pipelines 
such as Foothills Pipe Lines (Sask.), Northern Border Pipeline, Great Lakes Gas Transmission and 
Iroquois Gas Transmission, based on our percentage equity ownership, could be in the range of 
$600 million. Diversify and expand the marketing of natural gas both to alleviate the current 
supply surplus, and to ensure long-term security of supplies for core market customers. This is an 
important target, but difficult to achieve because of deregulation, potential expiry of certain supply 
contracts, and lack of appreciation by some market sectors as to the need for supply security. 
Continue the program to improve operating performance and efficiency at every level, without 
sacrificing pipeline safety or reliability. Excellent service at reasonable cost is essential in order to 
compete in the new environment of deregulation and open-access pipelines. E.xpand into 
businesses such as gas storage and co-generation or combined-cycle power generation that are 
an extension of, or complementary to our existing core businesses, but only where we have 
related technical and managerial expertise. Such ventures could be of considerable benefit to our 
shippers and other customers by providing new markets for gas and level-loading our transmis- 
sion system. "TransCanada’s overriding objective inherent in all.these activities is to improve 
both operating and financial performance through improved operating efficiency, expansion and 
extension of pipeline systems, investments in appropriate new ventures, and improving or 
divesting current investments that do not meet our standards. ‘or the medium to longer term, 
the company will continue with its plans to participate in pipeline projects bringing frontier gas 
supplies to market, and to further its interest in other pipeline systems to enhance marketing 
abilities and obtain transportation synergies. In summary, the overall outlook for TransCanada is 
very positive. We have ambitious and challenging opportunities already identified and on the 


drawing boards to keep us fully occupied for a number of years. Beyond that time frame we 
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expect the need for frontier gas will provide the next cycle of opportunity that will extend through 
the 1990s. 

VALUED SUPPORT OF EMPLOYEES AND BOARD We would like to thank our 
employees for their contributions during a most challenging and successful year. Their skills and 
perseverance formed the backbone to the company’s success. While we regret the inconvenience 
and disruption the relocation to Calgary will cause Toronto employees and their families, 
TransCanada is dedicated to making the transition as smooth as possible. Employees who are 
going to Calgary will receive relocation assistance, while those who choose to remain in Toronto 
will be provided with fair severance packages and job search assistance. We would also like to 
express our appreciation to our Directors for their valued counsel and support during the past 
year. Weregret that James M. Cameron will be stepping down from the Board. He retired as an 
Officer of TransCanada in May, 1989, and in accordance with company policy, will not be standing 
for re-election. Mr. Cameron’s leadership and dedication during his long association with 
TransCanada have been invaluable and he will be sorely missed. John H. C. Clarry also will not 
be standing for re-election to the Board, having reached the mandatory age for retirement. Mr. 
Clarry has contributed more than 13 years of his expertise to TransCanada and his guidance will 
be missed. "The Annual Meeting will be held at the Westin Hotel in Winnipeg, Manitoba, on 


Monday, April 30, 1990, at 10:30 a.m. We look forward to seeing you there. 


Sillaa }: UL Te by~ 


G. J. Maier EVAR CY 
President and Chairman 
Chief Executive Officer 
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OPERATING HIGHLIGHTS 


PIPELINE 


CAPITAL EXPENDITURES 


OPERATIONS 

In 1989, TransCanada delivered record volumes of gas and added $631 million of new 

pipeline facilities during one of the largest expansion years of the system since the original pipeline 

was built in the late 1950s. "This growth was in response to sharply rising North American demand 

for natural gas, a trend which is expected to continue well into the 1990s. "“T'ransCanada’s trans- 
mission system delivered a 


record 1.418 trillion Cubic 
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cubic feet. Domestic 

volumes reached 1.031 
trillion Cubic feet—up from 1988’s 1.008 trillion cubic feet, the previous high. Export volumes 
were also at record levels— 387 billion Cubic feet, up from the previous record of 338 billion cubic 
feet in 1988, when exports jumped by 71 per cent. This increase was due to competitive market 
pricing and improved access to U.S. markets for Canadian gas, factors which will continue to have 
a positive impact on exports from the TransCanada pipeline system. "To keep pace with the 
growing demand, TransCanada spent $631 million to build 364 kilometres of new pipeline and 
other facilities in 1989. Ads a result of the expansion, TransCanada is now able to transport an 
additional 450 million cubic feet of gas per day— 198 million cubic feet for twelve Canadian 
customers and 252 million cubic feet to five U.S. customers. SSubstantial facilities construction 
will continue in 1990 and beyond to satisfy growing domestic and U.S. demand. This year, 
TransCanada has been conditionally authorized by the National Energy Board (NEB) to build 412 
kilometres of pipeline and add five compressor units to its system. The expansion calls for an 
investment of about $600 million and will allow ‘ae company to ship 511 million Cubic feet per day 
of new firm services in the 1990-91 contract year. Several factors will affect the actual size and 


timing of the expansion. They are NEB export licence approvals for certain export volumes, U.S. 
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approval of certain imports, connecting U.S. pipeline facilities, and renewal of certain sales 
contracts. "The company has an application before the NEB to construct $2.57 billion in facilities 
during 1991 and 1992 to serve customers in Canada and the United States. If approved, this 
program would add 1 592 kilometres of pipeline, substantially more compression power and two 
new compressor stations. The new facilities would permit the transport of an additional 831.5 


million Cubic feet of gas 


AVERAGE AUTHORIZED TOLL TO EASTERN CANADA 


1990 


1989 


1988 


1987 


1986 


daily —576 million cubic 


feet daily for the proposed 
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NEB hearing to review 
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the application is schea- 
uled to begin on March 26, 1990. "While expansion attracted much of the spotlight in 1989, 
TransCanada nevertheless maintained its drive to maximize efficiency and reduce costs of 
day-to-day operating expenses and capital spending. During early 1989, the NEB heard the 
second phase of the 1988 and 1989 tolls application, dealing with revenue requirement, rate base, 
rate of return and toll design and tariff issues. In August, the NEB announced its decision, which 
approved a return on equity of 13.25 per cent for 1988 and 13.75 per cent for 1989 on a deemed 
common equity aD of 30 per cent of capitalization in both years. A further application, 
dealing only with revenue requirement, rate base and rate of return for 1990, was heard late in 
1989. On February 5, the NEB approved a rate of return on equity of 13.25 per cent for 1990 ona 
deemed common equity ratio of 30 per cent of capitalization. As it enters the 1990s, 
TransCanada will continue with the most significant system expansion in its history, and will be 


relying heavily on its strong engineering and construction expertise. 
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ASSOCIATED PIPELINES 


GREAT LAKES GAS TRANSMISSION COMPANY 


gas in the U.S. midwest and northeast. 


Great Lakes Gas Transmission 
Company (Great Lakes) is in a period of expansion due mainly to increased demand for natural 


Great Lakes, which is 50 per cent owned by 


TransCanada, is nearing completion of a U.S: $187 million facilities expansion which will allow 


Left In1989 Great Lakes Gas 
Transmission Company 
began a U.S. $187 million 
expansion program to meet 
rising demand for natural gas. 
The Great Lakes system con- 
nects with the TransCanada 
pipeline at the U.S. border 
near Emerson, Manitoba, runs 
through Minnesota, Wiscon- 
sin and Michigan and recon- 
nects with the TransCanada 
system at Sarnia, Ontario. 


Great Lakes to ship an additional 142.5 million Cubic feet of gas daily. 


Right In addition to monitor- 
ing and controlling the opera- 
tions of its 11 000-kilometre- 
long Canadian mainline, 
TransCanada monitors the 
operations of the Great Lakes 
Gas Transmission system in 
the U.S. and the Trans Qué- 
bec & Maritimes Pipeline in 
Québec, both 50 per cent 
owned by TransCanada. 


Great Lakes is now 


awaiting approval from the U.S. Federal Energy Regulatory Commission (FERC) for construction in 


raised by the request. 


417.5 million cubic feet daily to TransCanada. 


and the FERC. 


1990-91 of a U.S. $439 million expansion that will allow the company to transport an additional 
Also in 1989, Great Lakes requested the FERC 
to authorize a certificate of ‘open access’’, making transportation on its system available to all 
shippers requesting it, as capacity allows. All parties are progressing towards a resolution of issues 
Great Lakes filed two rate applications in 1989. They have been 
consolidated for disposition. In December, Great Lakes offered to reduce its applied-for rates, to 


be effective January 1, 1990. Settlement discussions are continuing with Great Lakes’ Customers 


NORTHERN BORDER PIPELINE COMPANY Northern Border Pipeline Company (Northern 


Border), which is 30 per cent owned by TransCanada, delivered a record 388.7 billion cubic feet of 
gas in 1989, a six per cent increase over the previous record in 1988. Northern Border is planning 


the addition of a U.S. $16.2 million compressor station, which will add capacity of 150 million cubic 


feet per day when completed in early 1991. Plans for a U.S. $530 million expansion and-extension 
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CONSTRUCTION PLANNING e Ze © BEFORE THE, FIRST 
PIPELINE CONSTRUCTION CREWS ARRIVE ON SITE, 
TRANSCANAI Ss EMPLOYEES ARE HARD AT WORK ON 
THE THOUSANDS OF DETAILS — FROM LAND 
SURVEYING AND ENVIRONMENTAL ASSESSMENT 


TO ROUTE MAPPING, PROJECT DESIGN AND 


CONSTRUCTION SCHEDULING AND TENDERING — THAT GO 
INTO A i AGSIVE PIPELINE EXPANSION PROGRAM. IN THE 
INITIAL STAGES OF PLANNING, THE COMPANY’S SKILLED 
DRAFTING PERSONNEL —MOST a, SOPHISTICATED 
COMPUTER-ASSISTED-DRAFTING EQUIPMENT — DEVELOP 
HUNDREDS OF PIPELINE AND COMPRESSOR UNIT CON- 
STRUCTION DRAWINGS TO HELP MATERIALS SUPPLIERS, 
SURVEYORS, DESIGN ENGINEERS AND CONSTRUCTION 


CREWS DO THEIR PARTS TO COMPLETE THE PROGRAM. 


OPERATING HIGHLIGHTS 


of Northern Border are on file with the FERC. In 1989, Northern Border moved closer to 
resolving two outstanding issues. First, a setthement has been reached between United Gas Pipe 
Line Company and Pan-Alberta Gas/NatGas U.S. Inc. on matters relating to the transportation, 
purchase and sale of Canadian gas. This settlement was necessitated by the financial condition of 
United, a major shipper on Northern Border. A FERC order approving the settlement arrangement 
and the transfer of United’s Northern Border transportation rights and obligations to NatGas was 
issued in December. Second, Northern Border is awaiting the FERC’s response to its 
December rate case settlement filing. Northern Border and its direct customers have agreed to a 
rate structure which includes a revised return on equity, an extended depreciation life and the 
retention of a cost-of-service tariff. Implementation of the settlement will necessitate refinancing of 
Northern Border’s debt, a development that will eliminate TransCanada’s limited indemnity for 
Northern Border’s current debt financing. 

FOOTHILLS PIPE LINES (SASK.) LTD. Foothills Pipe Lines (Sask.) Ltd. (Foothills), in 
which TransCanada has a 44 per cent interest, transported approximately 320 billion cubic feet of 
gas in 1989. This was an increase of three per cent over 1988’s record volumes of 311 billion 
cubic feet. In 1989, Foothills began construction of a $38 million unit to its compressor station near 


Val Marie, Saskatchewan. The unit, which will be in service by April 1990, will provide additional 


TransCanada PipeLines 
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security of delivery by the system during peak load times. 
TRANS QUEBEC & MARITIMES PIPELINE INC. Trans Québec & Maritimes Pipeline 


Inc. (TQM), 50 per cent owned by TransCanada, operates a natural gas transmission system 
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which connects with the TransCanada pipeline at Saint Lazare and runs to Boisbriand, near 
Québec City. In 1989, it transported 97 billion cubic feet of gas to Québec markets, a seven per 
cent increase over 1988. "TQM has been allowed a rate of return of 13.75 per cent ona 
deemed capitalization of 25 per cent for 1989 and 1990. 
IROQUOIS GAS TRANSMISSION SYSTEM During 1989, the Iroquois Gas Transmis- 
sion System (Iroquois), a proposed U.S. $583 million natural gas pipeline to the U.S. northeast, 
continued to make significant progress toward obtaining regulatory approval in the United States. 
It also added a new partner, won support from western Canadian gas producers and increased 
the amount of natural gas it will transport. "TransCanada has a 29 per cent interest in the 
Iroquois system, which is proposed to extend 575 kilometres from Iroquois, Ontario, to Long 
Island, New York. The pipeline is planned to become operational in the fall, 1991. In October, 
lroquois received approval from the New York State Public Service Commission for the construc- 
tion of the 491 kilometres of pipeline — about 85 per cent of the pipeline’s total length —through 
New York State. While final pana of the project is the responsibility of the FERC, Iroquois 
continues to work closely with state and local authorities in Connecticut on local routing and envir- 
onmental matters. "The FERC is expected to complete its review and issue all authorizations for 
the project in mid-1990. In November, the FERC released a favorable draft Environmental 

Impact Statement which stated that the 


THE IROQUOIS GAS TRANSMISSION SYSTEM, A 
Iroquois pipeline could be built in an 


PROPOSED NATURAL GAS PIPELINE FROM THE 
“environmentally acceptable’’ manner. 


CANADA/U.S. BORDER TO MARKETS IN THE 
A final Environmental Impact Statement 


NORTHEASTERN UNITED STATES, MADE SIGNIFI- 
will be issued in the spring of 1990. The 


CANT PROGRESS TOWARDS OBTAINING U.S. 
FERC also held a technical conference 


REGULATORY APPROVALS IN 1989. 
on rates and received updated market 
data for the project. "The New York Power Authority purchased a two per cent share of 


Iroquois in November, increasing the number of participants to thirteen. TransCanada’s 29 per 


cent equity in the project remains unchanged. In August, western Canadian natural gas 
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producers associated with Western Gas Marketing Limited and ProGas Limited approved sales 
contracts with northeastern U.S. customers for gas Supplies to be shipped on the Iroquois system. | 
This development signalled the producers’ recognition of the benefits of serving the northeastern 
U.S. market and moved the Iroquois project another step closer to final approval. In September, 
Boston Gas and Granite State Gas Transmission—two Iroquois customers— increased the amount 
of natural gas they would transport on Iroquois, and the New England Power Company was 
added as anew shipper. Ads a result of these developments, the current firm volume 
commitment for gas transportation on Iroquois has increased to 576 million Cubic feet per day. 
This larger volume can be accommodated by Iroquois without any changes to applied-for facilities. 
POLAR GAS PROJECT Tene fees is project manager for Polar Gas, a consortium 
formed to construct a pipeline to transport Arctic natural gas to southern markets. The other 
participants in the project are Tenneco Inc. and Panarctic Oils Limited. "The consortium filed 
applications with the NEB and the Department of Indian Affairs and Northern Development in 
1984 to construct a 36-inch-diameter pipeline, 2 120 kilometres in length, from the Mackenzie 
Delta in the Northwest Territories to southern Alberta where it would connect with existing pipeline 
systems for further transportation to Canadian and U.S. markets. Development of Arctic oil and 
natural gas reserves moved slowly in the last few years until recently when three Mackenzie Delta 
area producers— Esso Resources Canada, 


TRANSCANADA AND ITS PARTNERS IN THE POLAR 


Gulf Resources and Shell Canada -— filed 
GAS PROJECT ARE WORKING WITH OTHER INTER- 


gas.export licence applications with the 
ESTED GROUPS IN THE INDUSTRY TOWARDS 


NEB in late 1988 and early 1989. After 
FILING A COMMON APPLICATION TO BUILD A 


public hearings last spring, the NEB in 
PIPELINE TO TRANSPORT ARCTIC NATURAL GAS 


October approved the producers’ 
TO SOUTHERN MARKETS. 
request to export up to 9.2 trillion Cubic 
feet of natural gas from the Mackenzie Delta and Beaufort Sea. The licences issued are subject to 
final approval by the Governor-in-Council and are conditional on exports beginning between 1996 
and 2000. In 1989, Polar Gas increased its activities with the intention to have a significant interest 


in the pipeline system that will eventually transport the gas. It is the Polar Gas sponsors’ objective 


to work with other pipeline proponents and interested groups towards filing a common application 
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RIGHT-OF-WAY ACQUISITION - TO PREPARE FOR 19897’S 
HUGE oe. PROGRAM, TRANSCANADA hog tt the Beet 
WAY AGENTS MADE MORE THAN 700 gra CONTACTS WITH 
LANDOWNERS TENANTS AND GOVERNMENT AGENCIES. 
THEIR JOB WAS .TO OBTAIN WORK AND CROSSING PERMITS, 
LEASES AND SASL TS TO ALLOW THE INSTALLATION 
OF NEW PIPELINE oleae THE TRANSCANADA SYSTEM. 
AS aaa OF A COMPREHENSIVE RIGHT-OF-WAY COMMUNI- 
CATIONS PROGRAM, THE COMPANY ALSO HELD SEVERAL 
OPEN HOUSE MEETINGS THROUGHOUT 
MANITOBA, ONTARIO AND QUEBEC TO EXPLAIN 


TO LOCAL RESIDENTS AND INTEREST GROUPS 


ITS CONSTRUCTION PLANS AND THEIR IMPACT ON LOCAL 


COMMUNITIES. 


OPERATING HIGHLIGHTS 


for a construction certificate so that a timely start can be made on the project as warranted by 


market and economic conditions. 


GAS SALES AND MARKETING 


WESTERN GAS MARKETING LIMITED A wholly-owned subsidiary of TransCanada, 
Western Gas Marketing Limited (Western Gas) is responsible for the supply and sale of western 


Canadian natural gas and 


DOMESTIC AND EXPORT SALES 


the expansion of markets 
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@@ Domestic gas purchase contracts 
@@ Export 

with about 750 Alberta 
producers as well as all gas sales contracts with customers in both Canada and the United States. 
In 1989, Western Gas’ objectives were to: maintain domestic sales, increase exports and secure 
future growth opportunities; obtain approval from producers for the sale of gas to northeastern 
United States customers to be served by the proposed Iroquois Gas Transmission System; gain 
approval from regulatory authorities for new sales contracts with eastern Canadian distributors; 
and obtain approval from producers for a long-term, netback pricing amendment which was 
effective January 1,1989. In 1989, Western Gas achieved total gas sales of 1 067.4 billion cubic 
feet, 5.1 billion cubic feet less than 1988’s record sales volumes. . Sales to Canadian customers 
were 771.1 billion Cubic feet in 1989 compared to 792.4 billion cubic feet in 1988. The decline in 
domestic sales was due to increased competition in the core and industrial markets. During the 
year, efforts to broaden Western Gas’ customer base and increase sales in the U.S. resulted in 
record sales of 296.3 billion cubic feet, up from 280.1 billion Cubic feet in 1988. Since 1987, 
Western Gas has increased sales into the United States by 145.8 billion cubic feet. One of the 


most significant developments in 1989 was the August 4, 1989, endorsement by western 


Canadian producers to sell their gas to northeastern U.S. customers. These customers will be 
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served by the proposed Iroquois Gas Transmission System. The producers’ approval was a 


milestone, marking their acknowledgment of the benefits of serving this export market and thereby 


overcoming a major hurdle the Iroquois project faced in Canada. 


In 1989, Western Gas 


received approval from regulatory authorities in Manitoba, Ontario and Québec for new sales 


agreements with natural gas distributors in their respective provinces. The contracts cover terms of 


Left Western Gas Marketing 
administers gas purchase 
contracts with about 750 
western Canadian producers, 
representing approximately 
one third of all proven Alberta 
natural gas reserves. The gas 
is processed in gas plants like 
the one shown here and 
shipped by pipeline to the 
TransCanada system near 
the Alberta/Saskatchewan 
border. 


Right Western Gas Marketing 
sells gas to a wide range of 
customers-—from large indus- 
trial plants to the local distri- 
bution companies in eastern 
Canada and the midwestern 
and northeastern United 
States that serve residential, 
institutional and small com- 
mercial consumers. 


either 12 or 15 years, with annual price review provisions, meaning that eastern Canadian 


distributors can assure their essential service customers of long-term supply at market-responsive 


prices. 


producer signed the netback amendment, effective January 1, 1989. 


A complementary and significant development was a new long-term, netback pricing 


arrangement which Western Gas proposed to all its contracted producers. All but one small 


Aaccomplishments of 


1989 have placed Western Gas in a strong position to secure significant growth opportunities in 


the highly competitive short-term and long-term North American natural gas markets. 


OTHER BUSINESSES 


OCEAN STATE POWER Ocean State Power, in which TransCanada has a 40 per cent 
interest, commenced construction in April 1989 on the first phase of the combined-cycle electrical 
generating plant in Rhode Island. It is scheduled to start producing 250 megawatts of electricity 
later this year. In November, following receipt of regulatory approvals, construction started on the 
second phase of the project, scheduled to deliver another 250 megawatts of power by the end of 


1991. When completed, the U.S. $400 million plant will double Rhode Island's electrical output 


and consume 100 million cubic feet of western Canadian gas daily. In addition to its activities in 
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OPERATING HIGHLIGHTS 


the Ocean State Project, TransCanada has pursued combined-cycle and co-generation power 
projects in Canada. The company’s negotiations with Ontario Hydro for private electrical 
generation have resulted in an agreement on the sale of 36 megawatts of power from an 
enhanced combinea-cycle plant to be built at Nipigon, adjacent to a TransCanada compressor 


station. The plant could produce its first power in the summer, 1992. Agreements on other plant 


Left Pipetronix offers leading Right Atits plant in Medicine 


edge inspection services to Hat, Alberta, Cancarb manu- 
pipeline companies world- factures thermal carbon 
wide. In 1989, Pipetronix black, a natural gas deriva- 
launched UltraScan, an ultra- tive. Cancarb is the world’s 
sonic pipeline inspection tool largest producer of thermal 
and quickly won contracts carbon black which is used in 
with several major interna- a wide variety of products. 


tional petroleum companies. 


installations are also being negotiated. 


PIPETRONIX Pipetronix, a wholly-owned subsidiary of TransCanada, offers a range.of 


on-line inspection and other consulting services to pipeline owners worldwide. The market for 


these services is expanding and, in 1989, Pipetronix acquired 23°new customers and increased 
revenues 40 per cent over 1988. "The company’s business strategy emphasizes the develop- 
ment of advanced pipeline inspection technology. In 1989, it introduced its ultrasonic inspection 
tool, UltraScan, to Europe and North America. It was awarded 10 contracts, several with major 
international petroleum companies. Pipetronix continues to develop an advanced, high-resolu- 
tion magnetic flux tool called High Resolution MagneScan. A prototype has successfully run on the 
TransCanada system and final design and testing is underway with market availability expected in 
the last half of 1990. UltraScan and High Resolution MagneScan put Pipetronix in a position of 
technological leadership in the world and allow the company to offer the most advanced 
inspection capabilities and associated data management to pipeline owners. For 1990, 
Pipetronix forecasts increasing market penetration, continued development of UltraScan as the 
premium liquids pipeline inspection tool and the completion and commercial introduction of High 


Resolution MagneScan. 
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OPERATING HIGHLIGHTS 


CANCARB Cancarb Limited, wholly-owned by TransCanada, is the world’s largest manufac- 
turer of thermal carbon black and exports more than 95 per cent of its production. Thermal carbon 
black is a natural gas derivative used in the production of a variety of products. “The slowdown 
in industrial production in the United States during the latter months of 1989 caused a drop in 
North American sales, which was partly offset by modest growth overseas. (cancarb continues 
to develop advanced material technology for the production of beta silicon carbide powder. Beta 
silicon carbide is a ceramic material used in applications where heat, wear and corrosion are 
factors. Pilot plant results have been very encouraging and development is scheduled to be 
completed in 1990. The Province of Ontario has supported the research and development of this 
new process which could mark a breakthrough in advanced ceramic technology. 

OTHER INVESTMENTS In addition, TransCanada holds a 16 per cent equity interest in 
Montreal Pipeline, which connects Montreal East refineries to South Portland, Maine; an undivided 
50 per cent interest in the Empress II gas extraction plant, located near Empress, Alberta; and a 10 
per cent interest in Les Mines Selbaie, a combined underground and open pit mining operation 


near Joutel, Québec. 


In 1989, the company completed a Plan of Arrangement which resulted in the distribution in early 


May of the common shares of Encor Inc. 


TRANSCANADA COMPLETED A REFINANCING OF 


to the common shareholders of 


THE TOPGAS PROGRAM, A TYPE OF PRODUCTION 


TransCanada. As a result of the Plan of 


LOAN TO THE COMPANY’S CONTRACTED GAS 


Arrangement, TransCanada received 


PRODUCERS. THE REFINANCING RESULTED IN 


$493.5 million from Encor as a return of 


REDUCED CARRYING COSTS FOR THE PRODUCERS 


capital and advances. The company’s 


AND A LOWER INDEMNITY TO TRANSCANADA. 


objective has been to maximize the return 
to the shareholders on this capital through a combination of investment in high grade financial 
assets and the use of interest rate management tools. "Lo finance the massive 1989 construction 


program, the company issued four series of debentures totalling $605 million. Maturities range 
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from 20 to 30 years, at an average interest rate of 10.63 per cent. During 1989, TransCanada 
continued its program of hedging its Swiss franc exposure. By year end, 424.7 million Swiss francs 
or 62 per cent of the position was hedged at an average Canadian interest rate of 10.71 per cent. 
In January 1990 the remaining balance (259.8 million Swiss francs) was hedged, thus eliminating 
the company’s exposure to further movements of the Swiss franc. Dn June 1, 1989, the 
company redeemed its Series G convertible preferred shares. On November 1, 1989, 
TransCanada redeemed the Series E preferred shares and replaced them with the lower cost 
Series K perpetual preferred shares. Odn January 10, 1990, the company completed the 
refinancing of the Topgas program, a bank-financed program for the company’s take-or-pay 
obligations up to oe Under the refinancing, about $630 million in debentures and $520 million 
in commercial paper have been issued by an entity known as Topgas. This refinancing has 
resulted in lower carrying costs for the company’s producers and a lower indemnity to 
TransCanada. ‘The company will undertake another substantial capital raising program in 1990 
to fund its utility expenditures. The size of the program including refinancings could be as high as 
$650 million. "The average cost of short-term borrowing during 1989 was 12.06 per cent on 
average daily Canadian dollar notes outstanding of $390.8 million. TransCanada earned 12.20 
per cent on average daily Canadian short-term investments of $30.2 million and 9.29 per cent on 
average daily United States short-term investments of U.S. $516.6 million. IWfore than 3,600 
common and eed shareholders participated in TransCanada’s Dividend Reinvestment and 
Share Purchase Plan in 1989. The plan raised more than $31.3 million in common equity at an 


average price of $14.94 per share. 
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TRANSCANADA IN THE COMMUNITY 


TransCanada takes its corporate responsibility seriously, both in communities across Canada and 
in the workplace itself. Its financial contribution — more than $1.2 million in 1989 — puts the 
company among the top 25 corporate donors in Canada. JF'rom the Calgary Philharmonic to 
the Kapuskasing Boy Scouts, hundreds of deserving organizations and activities benefitted from 
the company’s support in 1989. For instance, TransCanada contributed $25,000 to the University 
of Guelph for an environmental biology/horticultural science building. Research there will aid the 
development of new, environmentally compatible food and floral production systems. On the 
job, safety of both employees and the public is a key priority at TransCanada. Comprehensive 


training Courses and incentive programs encourage employees to work safely, while rigorous 


operating practices, regular helicopter patrol of the right-of-way and the use of technologically 


advanced pipeline materials ensure maximum security of the pipeline system. "TransCanada 
has an excellent record for environmental protection. Special techniques are employed during 
construction to protect all environmentally sensitive areas. When construction is complete, 
TransCanada takes the necessary steps to restore the land to as close to its original condition as 


possible, and then monitors the progress of the restoration for several years. The company 


continues to work towards improving its operations and developing additional policies and 


practices to help preserve the environment. "TransCanada’s social commitment is\based on a 


Left To ensure the maximum Right TransCanada follows 


security of its pipeline 
system, TransCanada patrols 
the entire length of its right- 
of-way—more than 4 500 
kilometres from Burstall, 
Saskatchewan, to the 
Québec/Vermont border—to 
watch for any activities that 
may interfere with the sys- 
tem’s safe operation. 


strict company and regulatory 
policies and practices to 
ensure the pipeline has mini- 
mal impact on the environ- 
ment. Buried deeply and 
safely underground, most of 
TransCanada’s pipeline runs 
through rural areas where its 
daily operation has little effect 
on its surroundings. 


simple belief: to build for tomorrow as well as today. Along with its environmental protection efforts, 
the company’s donations to civic, cultural, educational, health, sports and other causes are aimed 


at contributing to a rich Canadian heritage for the future. 
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REPORT OF MANAGEMENT 


The accompanying consolidated financial statements included in the Annual Report are the 
responsibility of Management and have been approved by the Board of Directors of the Company. 
The consolidated financial statements of the Company have been prepared by Management in 
accordance with accounting principles generally accepted in Canada applied, after giving 
retroactive effect to the change in accounting for extraordinary items as described in Note 1, ona 
consistent basis. Financial information contained elsewhere in this Annual Report is consistent with 
the consolidated financial statements. "Ihe Board of Directors has appointed an Audit 
Committee consisting solely of directors who ait not officers of the Company to review with 
Management and the independent auditors the annual consolidated financial statements of the 
Company prior to submission to the Board of Directors for final approval. The Audit Committee 
also meets periodically during the year with Management and the internal and external auditors 
either individually or as a group. Internal and external auditors have free access to the Audit 
Committee without obtaining prior Management approval. "The independent auditors, Peat 
Marwick Thome, have been appointed by the shareholders to express an opinion as to whether 
the consolidated financial statements present fairly the Company’s financial position, operating 
results and changes in financial position in conformity with generally accepted accounting 


principles. "The report of the independent auditors on page 35 outlines the scope of their 


examination and their opinion on the consolidated financial statements. 
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The following discussion has been prepared 
by Management and is a review of the financial 
results of the Company based on Canadian 
generally accepted accounting principles. Its 
focus is primarily a comparison of the financial 
performance of 1989 to that of 1988 and it 
should be read in conjunction with the consoli- 
dated financial statements and accompanying 
notes. In addition, significant changes between 
1988 and 1987 are highlighted. Note 20 to the 
financial statements describes significant differ- 


MANAGEMENT’S DISCUSSION AND ANALYSIS 
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


ences between Canadian and United States 
generally accepted accounting principles. 

_ Under a corporate restructuring completed 
on May 2, 1989, ownership of the Company’s 
oil and gas operations was transferred to 
TransCanada’s common shareholders. As a 
result, TransCanada reports financial results 
from its gas transmission, associated pipelines, 
marketing and other businesses as continuing 
operations and results of the former oil and gas 
operations, as discontinued operations. 


RESULTS FROM CONTINUING OPERATIONS 


Net income from continuing operations for 
1989 was $210.1 million resulting in income 
per share of $1.18, compared to $72.3 million 
or 24 cents per share for 1988 and 1987 
results of $171.4 million or $1.05 per share. 

The improved results in 1989 include 
income tax benefits of $21.1 million or 14 cents 
per share resulting from the use of prior years’ 
income tax losses. The Company has retroac- 
tively adopted the new accounting recommen- 
dations of the Canadian Institute of Chartered 
Accountants for Extraordinary Items, as dis- 
cussed more fully in Note 1 to the financial 
statements. Under these recommendations the 
Company is required to reflect the use of such 
tax losses in continuing operations as a reduc- 
tion of income taxes. 

In addition to the income tax benefits and 
as explained in more detail below, the improve- 
ment in net income from continuing operations 
results mainly from the investment of the cash 
generated from the Company’s corporate 
restructuring. Increased gas transmission earn- 
ings and a strengthening of the Canadian 
dollar against the Swiss franc also contributed 
to the improvement in earnings. These 
increases were partially offset by a lower return 
on the Company’s investment in Northern 
Border Pipeline Company (‘‘Northern Border’’) 
due to anticipated toll modifications and the 
negative impact a stronger Canadian dollar 
had on TransCanada’s earnings from United 
States pipelines. 
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In 1988, investment and asset provisions 
of $29 million or 20 cents per share anda 
provision for previously recorded U.S. income 
tax benefits of $43.2 million or 29 cents per 
share reduced earnings to 24 cents per share. 

Funds generated from continuing opera- 
tions increased to $289.7 million in 1989 from 
$286.5 million in 1988 and $246.2 million in 
1987. Despite higher earnings, funds gener- 
ated from continuing operations in 1989 were 
negatively impacted due to lower dividends 
from associated United States pipelines. To 
help finance its 1989 construction program, 
Great Lakes Gas Transmission Company did 
not make dividend payments in 1989. 
Dividends and distributions received from 
investments in associated pipelines amounted 
to $41.9 million, $77.2 million and $94.2 million 
for the years 1989, 1988 and 1987 respec- 
tively. Funds generated from continuing opera- 
tions in 1988 were $40.3 million higher than in 
1987. The lower 1988 income from continuing 
operations, adjusted for provisions, was more 
than offset by the net impact of changes in 
deferred income taxes and amortization of 
deferred amounts. 

TransCanada reports its continuing opera- 
tions under two principal business segments, 
the Gas Transmission segment and the Gas 
Sales, Marketing and Other segment. 


GAS TRANSMISSION SEGMENT 


The Company’s Gas Transmission segment, 
together with investments in associated pipe- 
lines, continues to provide the major contribu- 
tion to consolidated net income. These opera- 
tions are subject to the jurisdiction of various 
regulatory bodies with respect to matters 
such as tolls, construction, operations and 
accounting. 

The Gas Transmission segment’s tolls are 
set by the National Energy Board (‘‘NEB’’) to 
permit the Company the opportunity to 
recover, through the Company’s revenue, pro- 
jected costs of transporting natural gas and to 
provide a fair and reasonable return on its 
investment. Tolls are based on a number of 
factors including estimates of the level of this 
segment’s rate base, operating and financing 
costs. Rate base is essentially the net book 
value of the Gas Transmission segment’s gas 
plant in service plus an allowance for working 
capital. While changes in authorized rate base 
impact the contribution to net income by this 
segment, variations in volumes of gas deliv- 
ered do not, by themselves, have an impact on 
net income. 

Reflecting the first major construction pro- 
gram in years, plant, property and equipment 
in this segment increased $569.9 million in 
1989, whereas it had increased only marginally 
in 1988 and had decreased in 1987 as depre- 
ciation exceeded capital expenditures. The 
1989 year end balance of gas plant under 
construction included in plant, property and 
equipment, which will form part of future rate 
base, rose to $301.6 million from $52.4 million 
in 1988. The segment’s approved rate base 
was $2,519.7 million in 1989 Compared to 
$2,359.9 million in 1988 and $2,478.2 million in 
1987. The NEB set the segment’s rate of return 
for 1989 at 13.75% and in 1988 and 1987 at 
13.25%, all based on a deemed common 
equity of 30%. For 1990 the NEB has set the 
rate of return at 13.25% on a deemed com- 
mon equity of 30%. The approved rate base 
for 1990 is $3,032.8 million. In addition to the 
return earned by the Company on its approved 
rate base, the NEB allows the Company to 
record a return on funds used during the 
construction of utility assets. 
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Gas Transmission revenues in 1989 were 
marginally lower than 1988 even though opera- 
ting costs, before depreciation, financial 
charges and income taxes, were 8% higher 
than in 1988. Higher 1989 operating costs 
were more than offset by reduced income 
taxes payable by this segment which reduced 
the tolls payable by shippers. Comparing 
1988 to 1987, the average toll set by the NEB 
during 1988 was approximately 23% lower 
because of a number of factors, including 
increased throughput, lower costs for transmis- 
sion by other companies and the refund of 
excess amounts collected in tolls during 1987. 
In addition, the average 1988 toll was less than 
1987 by an additional 10% as compressor 
fuel required to operate the transmission 
system was provided by the shippers. In 1987 
and prior years this fuel was purchased by the 
Company and recovered in tolls. 

Increased demand in both Canada and 
the United States caused throughput on the 
transmission system in 1989 to increase by 
approximately 5% over 1988 volumes. 
Domestic deliveries increased 2% in 1989, 
compared to 1988 levels, to approximately 
1,031 billion Cubic feet while export deliveries 
increased by almost 15% to 386.9 billion Cubic 
feet. While increased throughput does not 
affect net income currently, the demand for 
additional capacity on the gas transmission 
system has led to the Company’s expansion 
plans which will ultimately increase rate base 
and thereby should improve net income in the 
future. Total deliveries during 1988 increased 
by approximately 17% over 1987 volumes 
reflecting 6% higher domestic deliveries com- 
bined with a 71% increase in export deliveries. 

The impact of inflation on the Company is 
minimized by the effect of the regulatory pro- 
cess on the Gas Transmission segment. The 
Company believes that to present financial 
statements on any other basis than historical 
cost would be misleading in that such state- 
ments would not depict the economics of its 
regulated operations. 


GAS SALES, MARKETING AND OTHER SEGMENT 


The Gas Sales, Marketing and Other segment 
includes the financial results of Western Gas 
Marketing Limited (‘‘Western Gas’’), the sub- 
sidiary which administers all of the contracts 
under which the Company purchases and sells 
gas. Also included in this segment are the 
comparatively minor revenues and expenses 
from the Company’s interests in the manufac- 
turing and sale of thermal carbon black, the 
extraction of natural gas liquids and ethane 
from natural gas, pipeline inspection services, 
as well as general corporate overhead. 

This segment’s revenues represent pri- 
marily the price at which natural gas is sold to 
the Company’s customers. This segment’s 
operating costs represent primarily the cost of 
purchasing the gas sold to customers. In deter- 
mining the amount paid to producers for the 
purchase of gas, the Company deducts certain 
charges, as approved by the producers, 
including a marketing fee. 

While Western Gas lost some of its domes- 
tic market share by volume during 1989 and 


INCOME FROM ASSOCIATED PIPELINES 


The Company’s investments in Northern 
Border and Trans Québec & Maritimes Pipeline 
Inc. are held through partnerships and, asa 
result, the Company records its proportionate 
share of income on a pre-tax basis. The Com- 
pany’s investment in Great Lakes Gas Trans- 
mission Company (‘‘Great Lakes’’) and 
Foothills Pipe Lines (Sask.) Ltd. are accounted 
for on an after-tax basis. 

Income from associated pipelines decreas- 
ed by $13.4 million in 1989 compared to 1988 
and by $14.4 million in 1988 from 1987 levels 
principally due to lower earnings from United 
States pipeline investments. The decrease in 
1989 and 1988 reflects the decline in the value 
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1988 as a result of intense competition, during 
the same period it has experienced an 
increase in exports of natural gas volumes to 
the United States. Domestic sales volumes 
during 1989 were approximately 771 billion 
cubic feet, a decline of 3% from 1988 levels. 
Domestic revenues in 1989 decreased by 
11% reflecting the lower volumes Combined 
with a 10% reduction in the average domestic 
sales price from 1988 levels reflecting market 
sensitive pricing arrangements. During 1988 
domestic sales volumes declined by over 5% 
from 1987 levels while 1988 revenues 
increased almost 11% over 1987 due in part to 
the reductions in tolls charged by the Gas 
Transmission segment. Export sales volumes 
increased by 6% to 296.3 billion cubic feet in 
1989 resulting in a revenue increase of approx- 
imately 5%. During 1988 export volumes mar- 
keted by Western Gas increased by 86% over 
1987 and resulting revenues increased by over 
118%. 


of the United States dollar and its impact on the 
translation of the equity earnings of the Com- 
pany’s two United States pipeline investments, 
Northern Border and Great Lakes. The other 
major factor contributing to the decline in 1989 
was a lower return on the Company’s invest- 
ment in Northern Border due to anticipated toll 
modifications. In addition, 1988 earnings 
declined in comparison to 1987 as Great 
Lakes 1987 earnings included $5.7 million 
related to a settlement agreement reached with 
its customers. Earnings from the Company’s 
investments in associated Canadian pipelines 
in 1989 were comparable to previous years. 


OTHER INCOME/ (EXPENSE) 


This caption primarily represents interest 
earned on cash deposits, and an Allowance for 
Funds Used During Construction (“‘AFUDC’’). 

Interest and other income increased by 
$39.8 million in 1989 over 1988. This is due 
principally to higher balances on deposit, 
including the $493 million return of investment 
TransCanada received from the oil and gas 
restructuring transactions. Reference should 
be made to Note 5 (a) to the financial state- 
ments with respect to the Company’s cash 
and short-term investment positions in 1989 
and 1988. The decline of $12.9 million 
between 1988 and 1987 arises from lower 
balances on deposit during 1988 resulting 
from the use of a portion of such deposits to 
partly finance the acquisition of Encor Energy 
Corporation Inc. 

AFUDC is, generally speaking, an allow- 


FINANCIAL CHARGES 


Financial charges declined, $5.1 million in 1989 
compared to 1988. Non-regulated financial 
charges declined $18.4 million reflecting the 
favorable effects of the Company’s cash and 
debt management program, discussed more 
fully in Note 5, as well as a strengthening of the 
Canadian dollar in comparison to the Swiss 
franc which reduced amortization charges 
related to unrealized foreign exchange losses. 
The Company has a significant amount of debt 
denominated in Swiss francs which was bor- 
rowed at an average rate of approximately 59 
cents per Swiss franc. Through the Company’s 
systematic hedging program which began in 
1987, 424.7 million Swiss francs have been 
exchanged through swap agreements into 
Cdn. $343.3 million as at December 31, 1989 
thereby eliminating the Company’s exposure 
to future foreign exchange fluctuations on this 
principal amount. At the end of 1989 the Swiss 
franc had declined to 75 cents compared to 79 
cents in 1988 and a high of $1.02 at the end of 
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ance for the cost of funds used to finance 
construction of utility assets upon which the 
regulator will allow the Company to earn a 
return. AFUDC is capitalized and included in 
the cost of gas plant under construction. The 
rate employed in calculating this allowance is 
the NEB’s approved rate of return on rate 
base. The increase in AFUDC from the 1988 
and 1987 levels reflects the major increase in 
the level of construction activity during 1989. 

As discussed in Note 17 to the financial 
statements, in 1988 the Company determined 
that the carrying value of certain assets should 
be reduced due to the uncertainty of their 
ultimate carrying value. As a result, the Com- 
pany recorded a provision in its 1988 accounts 
totalling $29.0 million, before and after tax. 
There were no such provisions in 1989 or 
1987. 


1987. In accordance with Canadian generally 
accepted accounting principles, the Company 
amortizes unrealized exchange losses over the 
remaining life of the individual debt issues. 
Financial charges in 1989 were $12.1 million 
lower than in 1988 and $9.4 million lower in 
1988 than in 1987 due to the decreased 
amortization charges with respect to the unreal- 
ized foreign exchange losses. 

At the end of January 1990 the Company 
completed its Swiss franc hedging program 
thereby removing any further foreign 
exchange exposure with respect to its Swiss 
franc debt. 

The Gas Transmission segment’s financial 
charges in 1989 increased $13.3 million mainly 
due to the financing of the Company’s 1989 
construction program. During the last half of 
the year the Company issued $505 million 
aggregate principal amount of debentures to 
reduce the notes payable associated with the 
interim financing of this construction. 


INCOME TAXES 


Income taxes declined in 1989 to $50.5 million 
from $143.2 million in 1988. Due to an 
accounting change discussed more fully in 
Note 1 to the financial statements, 1989 
income tax expense has been reduced by 
$21.1 million arising from the application of 
prior years’ income tax losses. In addition, the 
Company follows the taxes payable method of 
accounting for income taxes related to the 
regulated operations of the Gas Transmission 
segment. As can be seen from Note 8 (d) to 


the financial statements, Canadian pipeline 
income not currently subject to tax increased 
$45.5 million over 1988. In 1988 income taxes 
were increased by the expensing of $43.2 
million of previously recorded U.S. income tax 
benefits. After adjusting for this item, income 
taxes in 1988 declined in comparison to 1987 
due to a combination of lower taxable income 
and a lower effective federal statutory tax rate 
resulting from federal income tax amendments. 


DISCONTINUED OIL AND GAS OPERATIONS 


As discussed more fully in Note 18 to the finan- 
cial statements, on May 2, 1989, the Company 
implemented a Plan of Arrangement. Under 
the Plan of Arrangement, TransCanada com- 
bined its remaining oil and natural gas explo- 
ration, development and production business 
under one corporate entity, Encor Inc. The 
common shares of Encor Inc. were then dis- 
tributed to the Company’s common sharehold- 
ers eliminating the Company’s investment. 


LIQUIDITY AND CAPITAL RESOURCES 


In 1989 cash generated internally from continu- 
ing and discontinued operations amounted to 
$370.9 million and financing activities, includ- 
ing the proceeds from the sale of assets of 
$103.5 million, provided another $564.1 mil- 
lion. As part of the oil and gas restructuring 
transactions completed on May 2, 1989 
TransCanada received $493 million of cash as 
a return of its investment. These sources of 
funds were more than sufficient to meet all the 
1989 capital expenditure requirements, retire 
long-term debt and pay dividends on preferred 
and common shares. 

During 1989, through the issue of com- 
mon and preferred shares, sale of assets and 
the issue of lower-cost financing, the Company 
repaid $221.0 million of long-term debt and 
reduced its notes payable by $44.0 million 
while almost doubling its cash balances from 
the December 31, 1988 level. During 1988, 
also through the issue of common shares, sale 
of assets and the issue of lower-cost financing, 
the Company repaid $447.1 million of long- 
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Losses from discontinued oil and gas 
operations in the first four months of 1989 
amounted to $13.4 million or 9 cents per share 
compared to a full year loss of $80.9 million or 
55 cents per share in 1988. Total losses from 
these operations in 1987 amounted to $11.4 
million or 9 cents per share. The loss of $80.9 
million in 1988 includes a loss of $52.7 million 
resulting from the sale of the United States oil 
and gas assets effective July 1, 1988. 


term debt and reduced notes payable by 
$245.1 million without reducing cash balances 
as it had in 1987. The Company did draw 
down on its cash balances at the end of 1987 
for use in the Encor Energy Corporation Inc. 
acquisition. 

Early in 1990, two major commitments 
made by TransCanada in previous years have 
been significantly reduced. In January 1990, 
TransCanada sponsored a refinancing of 
the Topgas program, a series of financings 
arranged with banks and natural gas pro- 
ducers in the early 1980s that served as a 
type of production loan to gas producers. 

As discussed in Note 19 (a) to the financial 
statements, TransCanada had indemnified the 
Topgas companies in respect of certain events 
to a total of $3860 million. This limited indemnity 
has been reduced to 10% of the outstanding 
balance, or $120 million at January 10, 1990. 
Further, as discussed in Note 19 (c) to the 
financial statements, it is anticipated that by the 
end of the first quarter of 1990 a refinancing of 


the Northern Border partnership’s outstanding 
debt, of U.S. $442.3 million at December 31, 
1989, will eliminate the requirement-whereby 
TransCanada may have to make funds avail- 
able to the Northern Border partnership. 

During 1989 and 1988, TransCanada’s 
common share dividend remained at 17 cents 
per quarter. This dividend level was established 
in recognition of the substantial funding for 
exploration and development activities that 
would have been required by the discon- 
tinued oil and gas operations. While the cash 
demands forecast for those discontinued oper- 
ations will not be required as a result of the 
Plan of Arrangement, the capital requirements 
with respect to the Gas Transmission segment 
in the early 1990s will place a significant 
demand on the Company for capital. 

Capital expenditures in 1990 for all of 
TransCanada’s mainline facilities and for equity 


OUTLOOK 


The Company has applied for approval of 
approximately $2.6 billion of facilities expan- 
sions in 1991 and 1992. The application seeks 
to add 1 592 kilometers of pipe and 321,000 
horsepower of compression to TransCanada’s 
natural gas pipeline system over the two year 
period. The expansion will allow the Company 
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contributions to its investments and projects 
are expected to be $786 million. The Gas 
Transmission segment’s portion of these capital 
expenditures is estimated to be $674 million. 
Of this amount, about $600 million is related to 
pipeline expansion which has been condition- 
ally approved by the NEB. Several factors will 
affect the actual size and timing of the expan- 
sion. They are NEB export licence approvals 
for certain export volumes, U.S. approval of 
certain imports, connecting U.S. pipeline facili- 
ties, and renewal of certain sales contracts. 
This expansion is in conjunction with construc- 
tion on the Great Lakes Gas Transmission 
system which is expected to be completed in 
1991. In addition, scheduled repayments of 
long-term debt will require an additional $114.5 
million. Such cash requirements are expected 
to be met by way of internally generated funds 
and external financing. 


to transport an estimated additional 831.5 
million Cubic feet of natural gas daily. 

Should the NEB approve this expansion 
as Currently applied for, then the Gas Transmis- 
sion segment’s contribution to the net income 
of the Company and to earnings per share will 
improve. 


CONSOLIDATED INCOME 


Year ended December 31 
(stated in millions of dollars except per share amounts) 


Revenues (Note 2) 
Costs and Expenses (Note 2) 


Operating Income 
income from Associated Pipelines (Note 4) 


Other Income/(Expense) 

Interest and other income (Note 5) 

Allowance for funds used during construction 
Debt 
Equity 

Investment and asset provisions (Notes 1 and 17) 


Income before Financial Charges and Income Taxes 
Financial Charges (Notes 5 and 7) 


Income before Income Taxes 
Income Taxes (Notes 1 and 8) 


Income from Continuing Operations 
Loss from Discontinued Oil and Gas Operations (Note 78) 


Net Income/(Loss) for the Year 


Per Common Share Data (Note 10) 
Income from Continuing Operations 
Loss from Discontinued Operations 


Net Income/(Loss) for the Year 


1989 1988 1987 
3,082.9 3,268.7 3,161.1 
2,654.9 2,801.1 2,640.1 

428.0 467.6 521.0 

54.5 67.9 82.3 

76.7 36.9 49.8 

16.6 OA 1.6 

11.5 1.5 1.0 

a (29.0) = 
104.8 11.8 52.4 
587.3 547.3 655.7 
326.7 331.8 355.4 
260.6 215.5 300.3 

50.5 143.2 128.9 

210.1 723 171.4 
(13.4) (80.9) (11.4) 
196.7 (8.6) 160.0 
$1.18 $0.24 $1.05 
(0.09) (0.55) (0.09) 
$1.09 $(0.31) $0.96 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 
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CONSOLIDATED CHANGES IN FINANCIAL POSITION 


Year ended December 31 / 1989 1988 1987 
(stated in millions of dollars) Be cya 


Cash Generated Internally 


Income from continuing operations 210.1 WES) Wl 
Investment and asset provisions - 29.0 _~ 
Depreciation 111.7 1097S 104.4 
Deferred income taxes 4.5 60.0 (116.9) 
Equity income less dividends received from investments (17.4) 6.4 10.0 
Allowance for equity funds used during construction (11.5) (GES) (1.0) 
Amortization of deferred charges (7.7) TORS 78.3 
Funds generated from continuing operations 289.7 286.5 246.2 
Decrease/(increase) in operating working capital from 
continuing operations (Note 16) 36.8 (8.8) 85:3 
Cash generated from continuing operations 326.5 PIE Silko 
Cash generated from discontinued oil and gas operations 44.4 SSRs) 69.6 
370.9 433.2 401.1 


Investment Activities 


Capital expenditures 671.0 146.4 96.2 
Associated pipelines 3.1 - = 
Deferred charges and other 21.2 79.3 WEES 
Discontinued oil and gas operations 

Investment 72.1 Sooo 431.2 

Return of investment (Note 18) (493.5) = = 

Disposal of United States oil and gas properties —- G45) = 

273.9 440.1 546.9 
Reduction of Long-Term Debt 221.0 447.1 152.6 
Dividends Paid 142.3 144.3 180.0 
Financing Activities 
Long-term debt— new financing 573.8 422.6 267.7 
Common shares issued 31.3 PS 100.8 
Preferred shares issued 74.6 — 78.8 
Preferred shares redeemed (175.1) _ (83.4) 
Decrease in notes payable (44.0) (245.1) (182.7) 
Sale of assets 103.5 14223 - 
564.1 599.4 Tt Siee 

increase/(Decrease) in Cash and Short-Term Investments 297.8 alien (297.2) 
Cash and Short-Term Investments — at beginning of year 317.3 316.2 613.4 


Cash and Short-Term Investments — at end of year 615.1 Sli7es 316.2 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 
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CONSOLIDATED FINANCIAL POSITION 


December 31 1989 1988 
(stated in millions of dollars) 


ASSETS 


Current Assets 


Cash and short-term investments (Note 5) 615.1 Silas 
Accounts receivable (Note 14) 255.9 386 
Inventories— Line pack gas and gas stored underground 46.6 46.3 
— Materials and supplies 40.8 37.3 

Total current assets 958.4 F825 
Payments on Future Gas Supply (Note 17) ' 37.0 38.2 
investments in Associated Pipelines (Note 4) 318.4 SiOrZ 
Discontinued Oil and Gas Operations (Note 18) — ASSN 
Piant, Property and Equipment (Notes 3 and 6) 3,144.0 2,00 
Deferred Charges and Other Assets (Note 12) 165.6 1683 
4,623.4 Si02259) 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current Liabilities 


Notes payable (Note 5) - 44.0 
Accounts payable (Note 14) 325.8 301.2 
Income taxes payable 11.3 SiileS 
Interest accrued 124.7 114.4 
Dividends payable 32.7 40.9 
Long-term debt due within one year (Note 6) 114.5 88.2 
Total current liabilities 609.0 620.0 
Long-Term Debt (Note 6) 2,443.7 PA AEM oe 
Deferred Income Taxes 57.8 YS) 7/ 


Commitments and Contingencies (Note 19) 


Preferred Shares (redeemable) (Note 9) 343.7 443.9 


Common Shareholders’ Equity 


Common shares (Note 10) 400.2 OAS 
Contributed surplus 271.6 PMT se 
Retained earnings 510.9 448.3 
Foreign exchange adjustment (13.5) (3.3) 
1,169.2 UWA So1 
4,623.4 S0229 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 


On behalf of the Board: 


LE Za , Director ‘e eT ak CS , Director 
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CONSOLIDATED CONTRIBUTED SURPLUS AND RETAINED EARNINGS 


Year ended December 31 1989 1988 1987 
(stated in millions of dollars except per share amounts) a 2 


Contributed Surplus 


Balance at beginning of year 277.8 282.0 Z2ooul 
Plan of Arrangement expenses (Note 10) (5.7) — - 


Share issue expenses (0.5) (4.2) - 
Redemption of preferred and cancellation of common shares = = 


Balance at end of year 271.6 277.8 282.0 
Retained Earnings 
Balance at beginning of year 448.3 596.0 616.1 
Net income/(loss) for the year 196.7 (8.6) 160.0 
645.0 587.4 776.1 

Dividends declared 

Preferred—as required by terms of issue (Note 9) 30.9 Sipe! 38.2 

Common 103.2 LOWE, 141.9 

134.1 16931 180.1 
Balance at end of year 510.9 448.3 596.0 
Dividends per common share $0.68 $0.68 Si t2 
The accompanying notes to the consolidated financial statements are an integral part of these statements. 
AUDITORS’ REPORT 
KPMG. Peat Marwick Thorne 

To The Shareholders of TransCanada 
PipeLines Limited— We have examined the operations and the changes in its financial 
statements of consolidated financial position of position for each of the years in the three-year 
TransCanada PipeLines Limited as at Decem- period ended December 31, 1989 in accor- 
ber 31, 1989 and December 31, 1988 and the dance with generally accepted accounting 
statements of consolidated income, con- principles applied, after giving retroactive effect 
tributed surplus, retained earnings and to the change in accounting for extraordinary 
changes in financial position for each of the items as described in Note 1, on a consistent 
years in the three-year period ended Decem- basis. 


ber 31, 1989. Our examinations were made in 
accordance with generally accepted auditing 
standards, and accordingly included such 
tests and other procedures as we considered 
necessary in the circumstances. 
In Our Opinion, these consolidated finan- 
cial statements present fairly the financial posi- Dos eus/ele Thar 
tion of the Company as at December 31, 1989 Toronto, Canada 
and December 31, 1988 and the results of its January 22, 1990 Chartered Accountants 
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NOTE 1+ ACCOUNTING POLICIES 


The consolidated financial statements of the 
Company have been prepared by Manage- 
ment in accordance with accounting principles 
generally accepted in Canada. Reference is 
made to Note 20 with respect to significant 
differences between these accounting princi- 
ples and those generally accepted in the 
United States (U.S. GAAP’’). Amounts are 


BASIS OF PRESENTATION 


The consolidated financial statements include 
the accounts of the Company and its sub- 
sidiaries except for discontinued operations. 
The Company uses the equity method of 
accounting for its major investments in associ- 


REGULATION 


The Company is subject to the authority of the 
National Energy Board (‘‘NEB’’) with respect to 
the determination of tolls and related account- 
ing for the natural gas transmission system (the 
‘“‘Gas Transmission segment’’) as further 
described in Note 2. In order to achieve a 
proper matching of revenues and expenses 


CASH AND SHORT-TERM INVESTMENTS 


The Company’s short-term investments are 
considered to be cash equivalents and are 


INVENTORIES 


Inventories include line pack gas which is 
valued and charged to operations in accor- 
dance with the regulatory process. Materials 


PLANT, PROPERTY AND EQUIPMENT 


Gas Transmission — Gas transmission plant 
is carried at cost. Depreciation is calculated on 
a straight-line basis using rates approved by 
the NEB: 2.5% for pipelines, 3.5% for com- 
pressor stations and other transmission plant 
and various rates for general plant and equip- 
ment. An allowance for funds used ‘during 
construction is capitalized and included in the 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


stated in Canadian dollars unless otherwise 
indicated. These consolidated financial state- 
ments contain the disclosures required to con- 
form in all material respects with International 
Accounting Standards on an historical cost 
basis. The significant accounting policies of the 
Company are summarized below: 


ated pipelines. Investments in which the Com- 
pany does not exercise significant influence 
and projects which are in the development 
stage are included at cost in Deferred Charges 
and Other Assets. 


the timing of recognition of certain revenues 
and expenses may differ from that otherwise 
expected under generally accepted account- 
ing principles applicable to non-regulated com- 
panies. 

The associated pipelines are also subject 
to the authority of certain regulatory bodies. 


recorded at cost. 


and supplies anc gas stored underground are 
recorded at cost and charged to operations at 
average cost. 


cost of gas plant under construction. The rate 
employed in calculating this allowance is the 
NEB’s approved rate of return on rate base. 


Gas Sales, Marketing and Other — Plant, 
property and equipment is carried at cost and 
depreciated on a straight-line basis over esti- 
mated service lives. 


FOREIGN CURRENCY AND INTEREST RATES 


Transactions and accounts in a currency other 
than a domestic currency are translated into 
the domestic currency using the temporal 
method. Certain long-term debt payable in 
foreign currencies is exchanged through swap 
agreements into other currencies. Such debt is 
accounted for using exchange rates applicable 
to the currencies into which it has been 
swapped. Foreign exchange gains and losses 
on Gas Transmission segment related debt are 
included in income as they are dealt with in the 
tollmaking process. Other foreign exchange 
gains and losses are included in income in the 
current period except for unrealized gains and 
losses related to non-hedged monetary assets 
and liabilities with.a fixed or ascertainable life 
extending beyond one year. These unrealized 
gains and losses are deferred and amortized to 


INCOME TAXES 


The Company follows the taxes payable 
method of accounting for income taxes related 
to the regulated operations of the Gas Trans- 
mission segment. This method is prescribed by 
the NEB for tollmaking purposes. Since there is 
reasonable expectation that all such taxes will 


income over the remaining life of such assets 
or liabilities. 

The accounts of self-sustaining foreign 
operations are translated into Canadian dollars 
using the current rate method. The resulting 
translation adjustments are reflected in a sepa- 
rate component of shareholders’ equity. The 
Company regards non-utility debt swapped 
into U.S. dollars as a partial hedge of its net 
investment in the United States. 

In addition to hedges of long-term debt, 
the Company may, from time to time enter into 
forward contracts, options and swaps to 
reduce its exposure to other interest rate and 
foreign currency risks. Gains and losses on 
these contracts are amortized over the period 
that the contract has been designated as a 
hedge of the specific exposure. 


be included in future costs of service and 
recovered in revenues at such time, this 
method is being followed for accounting pur- 
poses. For all other operations the Company 
follows the deferral method of tax allocation 
accounting. 


POSTEMPLOYMENT BENEFITS OTHER THAN PENSIONS 


The Company provides its retired employees 
with certain medical benefits and life insurance. 


CHANGE IN ACCOUNTING POLICY 


The Company has retroactively adopted the 
recently issued accounting recommendation of 
the Canadian Institute of Chartered Accoun- 
tants for Extraordinary Items. A reduction of 
income tax expense in 1989 arising from the 
application of prior years’ losses in the amount 
of $21.1 million or 14 cents per share would 
previously have been recorded as an extraor- 
dinary item. A provision for previously 
recorded U.S. income tax benefits, in the 


COMPARATIVE FIGURES 


Certain comparative figures have been reclas- 
sified to conform with the current financial 
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These benefits are expensed when the costs 
are paid. 


amount of $43.2 million or 29 cents per share, 
included in investment and asset provisions in 
1988 has been reclassified to income tax 
expense. The remaining investment and asset 
provisions in 1988 of $29.0 million or 20 cents 
per share are now disclosed under the caption 
Other Income/(Expense). The adoption of this 
accounting policy impacts presentation only 
and has no effect on reported net income. 


statement presentation. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


NOTE 2+ SEGMENTED AND OTHER INFORMATION 


The Company operates principally in two segments: 


(i) Gas Transmission The Company owns 
and operates a natural gas transmission sys- 
tem which extends from Alberta into Québec. 
The gas transmission system transports natural 
gas to regional gas distribution and transmis- 
sion Companies in Canada and the United 
States. 

Matters such as tolls, construction, opera- 
tions and accounting in connection with the 
gas transmission system are subject to the 


(ii) Gas Sales, Marketing and Other The 
operations of Western Gas Marketing Limited 
(‘Western Gas’’), a wholly owned subsidiary, 
are included in this segment. Western Gas 
administers all of the Company's gas purchase 
contracts with producers and all gas sales 
contracts with domestic and export customers. 
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authority of the NEB. Tolls are determined by 
the NEB on a net plant, rate base, rate of return 
and cost of service basis. 

In August 1989, the NEB issued its tolls 
decision which, among other things, set the 
Company’s rate of return for 1988 at 13.25% 
and for 1989 at 13.75%, both based ona 
deemed common equity of 30%. The decision 
did not require any change to the Company’s 
previously reported earnings. 


Other operations included in this segment 
are the manufacturing and sale of thermal 
carbon black, the extraction of natural gas 
liquids and ethane from natural gas, pipeline 
inspection services as well as general corpo- 
rate overhead. 


The Company’s financial data by business segment is as follows: 


(A) BUSINESS SEGMENTS | 
Year ended December 31 (millions of dollars) 1989 1988 1987 


Revenues 

Gas Transmission 

Domestic deliveries 681.7 716.4 1,039.7 

Export deliveries 202.5 slows) 222.9 

Other revenues 5.3 6.4 5:5 
889.5 908.3 1,268.1 


Gas Sales, Marketing and Other 


Domestic sales 1,523.2 le Oveo SOS 
Export sales 570.8 545.0 249.7 
Other revenues 99.4 107.8 102.8 
2,193.4 2,360.4 1,893.0 
Total revenues 3,082.9 Si2Z68A7, ShiliGniead 
Costs and expenses 
Gas Transmission 
Operating costs 370.5 344.3 654.4 
Depreciation 101.0 95.0 94.0 
471.5 439.3 748.4 
Gas Sales, Marketing and Other 
Operating costs 2,172.7 -ace ae) 1,881.3 
Depreciation 10.7 14.8 10.4 
2,183.4 eRelon ns) 1,891.7 
Total costs and expenses 2,654.9 ZrSoOilal | 2,640.1 
Operating income 
Gas Transmission 418.0 469.0 519.7 
Gas Sales, Marketing and Other 10.0 (1.4) 1.3 
428.0 467.6 521.0 
' Capital expenditures 
Gas Transmission 669.5 12726 82.9 
Less allowance for equity funds 
used during construction 11.5 wes) 1.0 
658.0 126.1 81.9 
Gas Sales, Marketing and Other 13.0 ZOrS 14:3 
671.0 146.4 96.2 
December 31 (millions of dollars) 1989 1988 1987 
Business segment assets 
Gas Transmission 3,214.2 ESO 2,836.6 
Gas Sales, Marketing and Other 330.1 PROM fa) 258.8 
3,544.3 3,067.5 3,095.4 
Investments in associated pipelines 318.4 SOM 344.5 
Corporate assets 760.7 ANS RES Oe 735.0 
Discontinued operations ~ WeAlSSer i Alisa 7 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Due to the regulatory process, variations in gas 
transmission revenues and volumes by them- 
selves do not have an impact on net income. 
Gas Transmission revenues and operating 
expenses are not comparable between 1987 
and subsequent years because in 1987, the 


(B) PRINCIPAL CUSTOMERS 
The following table sets forth the Company’s 
revenues generated from the sale and 


Year ended December 31 (millions of dollars) 


The Consumers’ Gas Company Ltd. 

ICG Utilities (Ontario) Ltd. 

Gaz Metropolitain, inc. 

Union Gas Limited 

Great Lakes Gas Transmission Company 


Company purchased and recovered in rev- 
enues the compressor fuel required to operate 
the transmission system while in subsequent 
years compressor fuel has been supplied by 
the Company’s transportation customers. 


transmission of natural gas under long-term 
contracts with its five principal customers: 


NOTE 3+ PLANT, PROPERTY AND EQUIPMENT 


December 31 (millions of dollars) 
Gas Transmission 
Gas plant in service 


Gas plant under construction 
Other 


Gas Sales, Marketing and Other 


Accumulated depreciation 


1989 1988 1987 
698.4 847.9 943.0 
319.2 309.8 302.3 
308.1 285.3 373.8 
302.5 399.9 598.9 
153.2 200.6 168.0 

1989 1988 
3,940.7 3,535.4 
301.6 52.4 
22.6 16.2 
4,264.9 3,604.0 
135.6 128.5 
4,400.5 3,732.5 
(1,256.5) (1,157.5) 
3,144.0 2,575.0 


NOTE 4-INVESTMENTS IN ASSOCIATED PIPELINES 


The Company’s investments in associated 
pipelines at December 31, 1989, 1988 and 


1987 and its share of the earnings from those 
investments for the years then ended are: 


1989 1988 1987 

Equity Equity Equity 

(millions of dollars) Investment Earnings Investment Earnings Investment Earnings 
Great Lakes Gas 

Transmission Company 66.4 16.7 51.6 18.4 67.0 PASY TE 
Northern Border 

Pipeline Company 181.6 27.6 190:1 39:0 205.8 45.4 

Foothills Pipe Lines 

(Sask.) Ltd. 27.1 4.3 23.8 4.3 ISS) 4.6 
Trans Québec & 

Maritimes Pipeline 43.3 5.9 44.7 6.2 46.2 6.6 

318.4 54.5 310.2 67.9 344.5 82.3 


Investments in Northern Border Pipeline Com- 
pany and Trans Québec & Maritimes Pipeline 
Inc. are held through partnerships and as a 
result the Company records its proportionate 


40 TRANSCANADA PIPELINES LIMITED 


share of income on a pre-tax basis. Dividends 
and distributions received from the investments 
in associated pipelines amounted to $41.9 mil- 
lion, $77.2 million and $94.2 million for the 


years ended December 31, 1989, 1988 and which represents undistributed earnings of 
1987, respectively. Consolidated retained earn- investments accounted for by the equity 
ings at December 31, 1989, includés $88.0 method. 

million (December 31, 1988—$75.4 million), 


GREAT LAKES GAS TRANSMISSION COMPANY 


The Company owns 50% of Great Lakes Gas chases gas from the Company for resale to 
Transmission Company (‘Great Lakes’’) which United States customers and transports gas for 
operates a pipeline system extending from the the Company to eastern Canada. The following 
Canada/United States border near Emerson, sets out Summarized financial information for 
Manitoba through the United States to the Great Lakes: 


vicinity of Sarnia, Ontario. Great Lakes pur- 


December 31 (millions of U.S. dollars) 1989 1988 
Natural gas transmission plant (net) 424.1 270.8 
Current assets - 47.9 AQ? 
Current liabilities (206.1) (67.8) 
Deferred credits (94.5) (92.1) 
Long-term debt (53.5) (65.2) 
Shareholders’ equity 117.9 87.9 
Year ended December 31 (millions of U.S. dollars) 1989 1988 1987 
Operating revenues 245.1 280.3 261.1 
Operating expenses (194.0) (223.5) (180.3) 
Interest (6.3) (7.9) (6.6) 
Income taxes (14.8) (16.6) (31.4) 
Net income 30.0 S213 42.8 


NORTHERN BORDER PIPELINE COMPANY 


The Company owns a 30% interest in the near Monchy, Saskatchewan to a point near 
Northern Border Pipeline Company, a partner- Ventura, lowa. The following sets out Summaz- 
ship which owns a natural gas pipeline extend- rized financial information for Northern Border 
ing from the Canada/United States border Pipeline Company: 

December 31 (millions of U.S. dollars) 1989 1988 
Natural gas transmission plant (net) 926.8 O92 
Current assets 79.9 45.8 
Current liabilities (85.7) (65.6) 
Deferred credits (278.6) (254.1) 
Long-term debt (394.3) (449.3) 
Partners’ equity 248.1 268.0 
Year ended December 31 (millions of U.S. dollars) 1989 1988 1987 
Operating revenues 230.8 209.6 PAE IS) 
Operating expenses (102.9) (80.4) (78.1) 
Interest (48.2) (41.0) (43.5) 


Income before income taxes 79.7 88.2 109.9 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


FOOTHILLS PIPE LINES (SASK.) LTD. 


The Company is the operator and owns 44% 
of Foothills Pipe Lines (Sask.) Ltd. (‘Foothills 
(Sask.)’’) which owns a pipeline extending from 
the Alberta/Saskatchewan border near 
Empress, Alberta to the Canada/United States 


December 31 (millions of dollars) 


Natural gas transmission plant (net) 
Current assets 

Current liabilities 

Deferred credits 

Long-term debt 


Shareholders’ equity 


Year ended December 31 (millions of dollars) 


Operating revenues 
Operating expenses 
Interest 

Income taxes 


Net income 


TRANS QUEBEC & MARITIMES PIPELINE 


The Company owns 50% of the shares of 
Trans Québec & Maritimes Pipeline Inc. 
(‘TQM’’). TQM is the agent of a partnership, in 
which the Company is an equal partner, 
formed to own and operate a natural gas 


December 31 (millions of dollars) 


Natural gas transmission plant (net) 
Current assets 

Deferred charges 

Current liabilities 

Bank loans 

First mortgage bonds 


Partners’ equity 


Year ended December 31 (millions of dollars) 
Operating revenues 
Operating expenses 


Interest 


Income before income taxes 
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border near Monchy, Saskatchewan where it 
connects with the Northern Border pipeline. 
The following sets out Summarized financial 
information for Foothills (Gask.): 


1989 1988 

285.3 275.8 

113 10.2 
(3.2) (3.5) 
(61.0) (60.4) 
(162.3) (156.0) 

70.1 66.1 

1989 1988 1987 
58.9 56.4 63.5 
(21.7) (22.3) (23.8) 
(19.6) (15.7) (16.2) 
(7.9) (9.4) (13.0) 
9.7 9.0 10.5 


transmission system extending from the vicinity 


of Montreal to Québec City, Québec. The 
following sets out Summarized financial 


information for TQM: 


1989 1988 

385.6 398.2 

7.3 he 

1.4 1.8 

(9.3) (11.6) 

(7.0) (13.0) 

(281.0) (281.0) 

97.0 101.6 

1989 1988 1987 

70.7 119.9 eas: 

(22.1) (69.6) (80.8) 
(37.6) (38.6) (39.1) 
11.0 aa 12.4 


NOTE 5+ CASH AND DEBT MANAGEMENT 


The Company actively manages its cash and 
short and long-term debt positions. This man- 
agement includes the use of forward contracts, 
options and swaps to reduce interest rate and 
foreign exchange risks and applies to the 
Company’s net assets denominated in foreign 
currencies, including cash and short-term 
investments, notes payable, long-term invest- 
ments and long-term debt. The risk of loss 
resulting from counter-parties to such transac- 
tions defaulting on their obligations is controlled 
through credit approvals, credit limits and mon- 
itoring procedures. The Company believes that 
this risk has been minimized by dealing only 
with major ‘A’ or better rated international 
financial institutions. 

At December 31, 1989 the Company had 
net assets denominated in United States dol- 
lars of approximately U.S. $409.9 million com- 


prised principally of cash and short-term invest- 
ments and investments in United States associ- 
ated pipelines. To reduce the effect of changes 
in the U.S./Cdn. dollar exchange rate on the 
Company’s financial statements, contracts to 
sell U.S. $243.2 million were outstanding at 
December 31, 1989. Premiums with respect to 
these foreign exchange contracts are initially 
deferred and then amortized over the terms of 
the contracts. As a result, during 1989 the 
Company amortized $14.4 million as a reduc- 
tion of financial charges and, at December 31, 
1989, $1.2 million remained to be amortized 
with respect to contracts outstanding at that 
date. The following summarizes the Com- 
pany’s position with respect to cash and short- 
term investments and notes payable as at 
December 31, 1989 and 1988: 


(A) CASH AND SHORT-TERM INVESTMENTS 


Weighted Average 


Average Amount Weighted Average 


Balance at Rate Per Annum Outstanding Rate Per Annum 
End of Year End of Year During the Year During the Year 
(millions of dollars) (millions of dollars) 
1989 
Term Deposits 
- in Cdn. $ accounts 297.8 12.4% 30.2 12.2% 
-in U.S. $ accounts 270.1 8.7% 611.6 9.3% 
Other 47.2 8.8% 45.0 8.7% 
615.1 
1988 
Term Deposits 
- in Cdn. $ accounts 2.0 9.3% Ze 8.8% 
-in U.S. $ accounts 262'5 9.6% 160.1 7.6% 
Other 52.8 8.3% 50.8 6.8% 
Silas 


With respect to interest rate risk management 
pertaining to cash and short-term investments 
set out in table (A) above, during 1989 the 
Company entered into forward rate agree- 
ments and swapped interest obligations with 
notional principal amounts aggregating to 
approximately U.S. $2.1 billion. These transac- 
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tions were closed out in 1989 for settlement 
over periods ending in 1991. From these trans- 
actions, the Company earned an estimated 
$12.2 million of which $3.9 million has been 
recorded as interest and other income with the 
remainder being deferred for amortization in 
1990 and 1991. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(B) NOTES PAYABLE 


Weighted Average Average Amount Weighted Average 
Balance at Rate Per Annum Outstanding Rate Per Annum 
End of Year End of Year During the Year During the Year 
(millions of dollars) (millions of dollars) 
1989 
Bank loans _ - 165.2 12.2% 
Commercial paper - = 225.6 12.0% 
1988 
Bank loans — — WaleEs 8.8% 
Commercial paper 44.0 10.8% 74.2 9.2% 


The weighted average cost of bank loans are an average of United States dollar and Canadian dollar bank borrowing rates. 


During 1989, the Company closed out interest 
rate swaps with notional principal amounts of 
$200 million which were entered into in the last 
half of 1988 to hedge interest rates pertaining 
to notes payable as set out in table (B) above. 
The cost of this transaction in 1989 amounted 
to $1.3 million and is included in financial 
charges. In addition, during 1989 the Company 
entered into forward rate agreements with 
notional principal amounts aggregating 
approximately $2.3 billion. These transactions 
were also closed out in 1989 for settlement over 
periods ending in 1990. Profits earned on these 
transactions totalled $3.1 million. In 1989, finan- 
cial charges have been reduced by $2.7 mil- 
lion and $400,000 remains to be amortized into 
income in 1990. 

The Company had unused lines of credit 
of $382.4 million at December 31, 1989 ($140.0 
million—1988). These borrowing arrangements 
are generally available to the Company at 
prime rates of Canadian chartered banks and 
on other pricing bases. 

In December 1986, a subsidiary of the 
Company arranged a U.S. $300 million Note 
Issuance Facility in the Euromarket. Under this 
Facility, short-term Euronotes, guaranteed by 
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the Company, may be issued at current rates 
until December 1993. As at December 31, 
1989, no notes had been issued. 

The Company has certain long-term debt 
and related interest payable in foreign curren- 
cies (reference should be made to Note 6) 
which, as at December 31, 1989, had been 
swapped into the equivalent of Canadian 
$634.1 million. Of this amount, $343.3 million 
relates to the Company’s systematic program 
of hedging the foreign exchange risk relating to 
its Swiss franc debt. During 1989, the Com- 
pany recorded $10.1 million as an increase in 
financial charges with respect to the hedged 
Swiss franc debt and based upon the Swiss 
franc exchange rate at December 31, 1989, 
has deferred $12.5 million of losses which are 
to be amortized over the remaining terms of 
the debt. In addition, during 1989 the Com- 
pany entered into fixed/floating rate swaps on 
notional principal amounts of Sfr. 200 million 
which were subsequently closed out. The total 
cost of these transactions of $1.7 million is 
being amortized over the period to which the 
original swap pertained and approximately 
$250,000 has been included in financial 
charges during 1989. 


NOTE 6+ LONG-TERM DEBT 


1989 1988 
Outstanding Average Outstanding Average 
December 31 Interest December 31 Interest 
Classification Maturity Dates (2) Rate (3) (2) Rate (3) 
UTILITY (1) ; ; 
First Mortgage Pipe Line Bonds 
Denominated in Canadian dollars 1992 and 1993 38.6 9.1% 48.9 9.1% 
Denominated in United States dollars 
(1989 U.S. $370.3; 1988 U.S. $399.7) 1996 and 1997 428.8 16.2% 476.7 16.2% 
Denominated in Pounds Sterling 
(1989 £25.0; 1988 £25.0) 2007 46.7 16.5% 54.0 16.5% 
Debentures (Series A to H and J to Q) 
Denominated in Canadian dollars 1990 to 2019 1,084.4 11.0% 622.0 11.2% 
Notes 
Denominated in New Zealand dollars 
(1989 NZ $125.0;-1988 NZ $125.0) (6) 1993 104.1 15.3% 104.1 16.5% 
1,702.6 1RSOS 7, 
Exchange differential recoverable 
through the tollmaking process 10.3 (8.0) 
Total Utility Long-Term Debt 1,712.9 lee Ofer 
NON-UTILITY 
Debentures (Series 1) 
Denominated in Canadian dollars 1993 100.0 11.7% 100.0 11.7% 
Notes 
Denominated in Swiss francs 
(1989 Sfr.788.5; 1988 Sfr.802.2) (4) 1991 to 1995 596.5 8.9% 630.3 8.0% 
Denominated in Australian dollars 
(1989 A. $40.0; 1988 A. $40.0) (5) 1990 32.1 8.5% Smt 8.5% 
Denominated in New Zealand dollars 
(1989 NZ $175.0; 1988 NZ $175.0) (6) 1993 116.2 15.2% 116.2 16.4% 
Term Loans 
Denominated in Canadian dollars 1996 and 1999 — — 46.6 9.4% 
Other Debt 5 0.5 - 1.5 _— 
Total Non-Utility Long-Term Debt 845.3 STI 
Total Long-Term Debt 2,558.2 Zee os 
Less: Due Within One Year 114.5 88.2 
2,443.7 2a Sipe. 


(1) Utility long-term debt of the Company finances the Gas Transmission segment. 

(2) Amounts outstanding are stated in millions of Canadian dollars; amounts denominated in other than Canadian dollars are 
stated in millions. 

(3) Current weighted average interest rates are stated as at the respective outstanding dates and include, where applicable, 
effective interest rates arising from swaps. 

(4) In 1989, 13.7 million Swiss franc notes were repurchased. As at December 31, 1989, 424.7 million Swiss francs have been 
exchanged through swap agreements into Cdn. $343.3 million (December 31, 1988— 262.5 million Swiss francs into Cdn. 
$224.7 million) and 104 million Swiss francs have been exchanged through a swap agreement into U.S. $50 million 
(December 31, 1988—104 million Swiss francs into U.S. $50 million). 

(5) The amount denominated in Australian dollars was exchanged through a swap agreement into U.S. $27.7 million. Interest 
is payable at floating rates approximating the six month London Interbank Offered Rate. 

(6) The amounts denominated in New Zealand dollars were exchanged for Canadian obligations through a series of forward 
foreign exchange contracts. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


FIRST MORTGAGE PIPE LINE BONDS 


The Deed of Trust and Mortgage securing the 
Company’s first mortgage pipe line bonds 
provides for a first charge on all real and 
immovable property and rights of the Com- 
pany and on substantially all of the Company’s 
gas transmission, gas purchase, gas sales and 
gas product sales contracts and also provides 


DEBENTURES 


During 1989 and 1988, the Company issued 
$505 million and $125 million, respectively, 
aggregate principal amount of debentures. 
The proceeds from the debentures issued in 


Issue Principal Amount 


Maturity Date 


for a first floating charge on all remaining 
assets. All series of bonds, with the exception 
of the series denominated in pounds sterling, 
are subject to mandatory sinking fund provi- 
sions which require the Company to retire 
prescribed amounts of each series annually 
prior to maturity. 


1989 have been used to reduce notes payable 
incurred to finance the Gas Transmission seg- 
ment’s 1989 construction program. The terms 
of the debentures are as follows: 


Interest Rate 


(millions of dollars) 


1989 

Series N $125 
Series O $130 
Series P $100 
Series Q $150 
1988 

Series M $125 


The Series A to H debentures are subject to 
mandatory annual sinking fund provisions. The 
terms of the Series A to G debentures also 
provide for annual purchase funds which 
require the Company to purchase debentures 
in the market, if available at prices, including 


NOTES AND TERM LOANS 


The notes rank and the term loans ranked 
equally with the debentures. 

In January 1988 and December 1987, the 
Company issued notes denominated in New 
Zealand dollars. The principal and all future 
interest payments were hedged through a 
series of transactions into Canadian funds. The 
net proceeds of the issues were used to 
finance the Gas Transmission segment and to 
retire short-term non-utility debt. The effective 


MANDATORY RETIREMENTS 


In addition to purchase fund requirements 
which are applicable in certain circumstances, 
mandatory retirements of all long-term debt of 
the Company, as a result of maturities and 
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June 20, 2014 
August 20, 2010 
March 20, 2019 
October 20, 2009 


March 20, 1998 


11.1% paid annually 

10.5% paid semi-annually 
10.5% paid semi-annually 
10.625% paid semi-annually 


10.55% paid semi-annually 


costs of purchase, that do not exceed the 
principal amount plus accrued interest to the 
date of purchase. The Series | to Q debentures 
rank equally with the sinking fund debentures 
but are not subject to sinking or purchase 
funds. 


interest cost over the term of the issues is fixed 
at a rate of 10.72% per annum on the portion 
financing the Gas Transmission segment and is 
at a floating rate approximating bankers’ 
acceptances on the non-utility portion. 

Interest on the term loans was payable at 
rates approximating bankers’ acceptances 
with options to convert to the London Interbank 
Offered Rate or Canadian bank prime. 


sinking fund obligations, approximate: 1990 — 
$114.5 million; 1991 —$161.9 million; 1992 — 
$139.4 million; 1993—$619.4 million and 
1994 — $128.3 million. 


NOTE 7+ FINANCIAL CHARGES 
Year ended December 31 (millions of dollars) 
Interest on long-term debt 


Amortization of foreign exchange contract premiums 


Regulatory deferrals and amortizations 
Non-regulatory foreign exchange losses 
Short-term interest and other financial charges 


The Company made interest payments of 
$301.6 million, $284.1 million and $284.9 mil- 


NOTE 8 - INCOME TAXES 


(a) The geographic components of income before income taxes are Summarized below: 


Year ended December 31 (millions of dollars) 


Canada 
Foreign 


1989 1988 1987 
273.6 OF ee) 245.8 
(21.0) (10.6) (3.7) 
252.6 266.7 242.1 
20.4 20.5 31.9 
16.9 25.4 45.3 
36.8 19.2 36.1 
326.7 331.8 355.4 


lion for the years ended December 31, 1989, 


1988 and 1987, respectively. 


(b) The provision for income taxes is summarized as follows: 


Year ended December 31 (millions of dollars) 


Current 
Canada 
Foreign 


Deferred 
Canada 
Foreign 


(c) Deferred income taxes result from timing 
differences in the recognition of revenue 
and expense for tax and financial statement 


Year ended December 31 (millions of dollars) 


Depreciation in excess of capital cost allowance 
Previously recorded tax benefits 

Payment of tax liability previously deferred 
Deferred amounts 

Unrealized foreign exchange losses 

Other 
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1989 1988 1987 
157.4 181.1 242.6 
103.2 34.4 57.7 
260.6 215.5 300.3 

1989 1988 1987 

42.8 84.5 245.2 

3.2 (1.3) 0.6 

46.0 83.2 245.8 

2.6 11.9 (121.3) 

1.9 48.1 4.4 

4.5 60.0 (116.9) 
50.5 143.2 


128.9 


purposes. The sources of these differences 
and their effect on income taxes are as follows: 


1989 1988 1987 
(4.8) (5.2) 4.7 
= 43.2 = 

= zs (61.3) 

P22 27.4 (56.8) 

(3.4) (10.1) (6.6) 
0.5 4.7 3.1 

4.5 60.0 (116.9) 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(d) Income tax expense differs from the 
amount computed by applying the basic 
Canadian federal income tax rate to income 


Year ended December 31 (millions of dollars) 


Income before income taxes 

Less: 

Canadian pipeline income not subject 
to tax currently (f) 

Equity in after tax net income of 
non-partnership investments 


Federal statutory tax rate 


Expected income tax expense 

Non-deductible capital losses 

Net difference between the federal 
statutory tax rate and rates of 
provincial, state and foreign authorities 

Utilization of prior years’ operating losses 

Previously recorded tax benefits (7) 

Non-deductible expenses 

Other 


Actual income tax expense 


before income taxes. The reasons for these 


differences are as follows: 


1989 1988 1987 
260.6 215.5 300.3 
(68.1) (22.6) (30.2) 
(31.2) (33.7) (43.3) 
161.3 159.2 226.8 

38.8% 42.4% 46.6% 

62.6 67.5 105.7 

8.0 6.4 13.6 

(2.0) HAS7. 32 

(21.1) es = 
= 43.2 ms 

bs 12:2 fe 
3.0 24 6.4 
50.5 143.2 128.9 


(1) In 1988, the Company expensed $43.2 million of certain previously recorded deferred U.S. income tax benefits. 


(e) At December 31, 1989, United States sub- 
sidiaries of the Company had accumulated net 
operating losses carried forward of approxi- 
mately U.S. $170.6 million for which the future 
tax benefits have not been recorded. In addition, 


(f) The Company follows the taxes payable 
method of accounting for those income taxes 
related to the regulated operations of the Gas 
Transmission segment. Had the deferral 
method of tax allocation accounting been pre- 
scribed by the NEB for this segment from the 


(g) The Company made income tax payments 
of $61.8 million, $79.4 million and $178.5 million 
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accumulated and unrecorded investment tax 
credits of approximately U.S. $27.7 million were 
available. The related tax benefits can be carried 
forward and offset against income tax expense 
arising in future periods up to the year 2003. 


date of commencement of operations, addi- 
tional deferred income taxes in the amount of 
$420.6 million at December 31, 1989 (Decem- 
ber 31, 1988 —$391 million) would have been 
recorded and recovered in tolls to date 
through the tollmaking process. 


during the years ended December 31, 1989, 
1988 and 1987, respectively. 


NOTE 9+ PREFERRED SHARES 


The authorized number of preferred shares 
issuable in series is unlimited. Details of the 
Company’s Cumulative redeemable first 


December 31 (millions of dollars) 


First Preferred Shares 
Cumulative redeemable shares (7) 
$2.80 Series (1989— 574,868; 1988— 

578,468 and 1987 —580,681) 
Cumulative redeemable retractable shares 
Series E (1989—nil; 1988 and 1987 — 1,500,000) 
Series H (1989, 1988 and 1987 — 1,000,000) 
Series | (1989, 1988 and 1987 —2,200,000) 
Series J (1989, 1988 and 1987 — 1,600,000) 
Cumulative redeemable perpetual shares 
Series K (1989— 150; 1988 and 1987 —nil) 
Cumulative redeemable convertible shares 
Series G (1989—nil; 1988 and 1987 — 1,000,000) 


preferred shares, all of which are without par 


value, are: 


1989 1988 1987 
28.7 28.9 2930 
- 75.0 75.0 
50.0 50.0 50.0 
110.0 tl OLO 110.0 
80.0 80.0 80.0 
75.0 = _ 
- 100.0 100.0 
343.7 443.9 


(1) During 1989, 1988 and 1987, 3,600; 2,213 and 6,990 shares respectively were purchased by the Company for cancellation. 


Additional information pertaining to the Com- 


pany’s preferred shares outstanding as at 


December 31, 1989 is as follows: 


First Stated Dividend Redemption 
Preferred Value Rate Per Dates Retraction Annual Purchase 
Share Issue Per Share Share and Price Date (7) Fund Requirement (2) 
$2.80 $50 $2.80 redeemable any Not applicable 2% of aggregate 
Series time at $50.50 stated value of 
per share shares outstanding 
on previous 
December 31 
Series H $50 $4.35 redeemable August 1, 3% of aggregate 
after July 31, 1990 stated capital 
1990 at par amount outstanding 
on August 2, 1990 
Series | $50 $3.90 redeemable November 1, 3% of aggregate 
after 1990 stated capital 
October 31, amount outstanding 
1990 at par on November 2, 
1990 
Series J $50 $3.80 redeemable August 1, 3% of aggregate 
after July 31, 1992 and stated capital 
1992 at par August 1, amount outstanding 
1997 on August 2, 1997 
Series K $500,000 $38,400(3) redeemable Not applicable None 
after 
October 31, 
1994 at par 


(1) The retractable first preferred shares have a retraction feature which requires the Company, subject to certain conditions, to 
invite tenders for the purchase of all such shares on the specified dates at the stated value plus accrued and unpaid 


dividends. The Company may increase the dividend rate on such shares effective on each retraction Cate. 


(2) The Company will be required to set aside in purchase fund accounts up to a maximum of $1.7 million, $5.4 million, $5.4 


million, $5.3 million and $5.3 million in each of the years 1990 to 1994, respectively. 


(3) As of November 1, 1994, the dividend rate per share will be established by one of: direct negotiation between the Company 


and the holders of the First Preferred Shares, Series K; bids solicited from investment dealers; or an auction procedure. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


In November 1989, the Company issued $75 
million of Cumulative Redeemable Perpetual 
First Preferred Shares, Series K, the proceeds 
of which were used to redeem all outstanding 
Cumulative Redeemable Retractable First 
Preferred Shares, Series E at par. 

In June 1989, the Company redeemed 
the $100 million Cumulative Redeemable Con- 
vertible First Preferred Shares, Series G, at par. 


NOTE 10 - COMMON SHARES 


The Company is authorized to issue an unlim- 
ited number of common shares of no par 


Outstanding-January 1, 1987 
Issued for cash or cash equivalent 


Under the dividend reinvestment and share purchase plan 


Under the stock dividend and share purchase plan 
Under employee stock purchase plans 
Under warrant subscription 

Cancellation of common shares 


Outstanding-December 31, 1987 
Issued for cash or cash equivalent 


In May 1987, the Company redeemed all 
outstanding Cumulative Redeemable 
Retractable First Preferred Shares, Series F, at 
a price of $52. per share and in June 1987, 
issued $80 million of Cumulative Redeemable 
Retractable First Preferred Shares, Series J, to 
repay short-term debt incurred to finance the 
redemption of such shares. 


value. Details of the Company’s common 
shares are: 


Amount in 


Number of shares millions of dollars 


Under the dividend reinvestment and share purchase plan 
Under public offering and concurrent sale to BCE Inc. 
Cancellation of common shares 


Outstanding-December 31, 1988 
Issued for cash or cash equivalent 


Under the dividend reinvestment and share purchase plan 


Under warrant subscription 
Exercise of options 

Encor distribution 

Cancellation of common shares 


Outstanding-December 31, 1989 


PLAN OF ARRANGEMENT 


A Plan of Arrangement was approved by the 
Supreme Court of Ontario and the Company’s 
common shareholders effective May 2, 1989. 
The book value of the Company’s common 
shares has been reduced by $674.4 million to 
reflect the distribution of the Company’s oil and 


EQUITY ISSUE 


On March 2, 1988, the Company completed a 
public offering of 9,567,000 common shares at 
a price of $13.25 per common share. The 
Company concurrently sold 9,303,000 com- 
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123,172,534 662.8 
5,651,737 95.5 
e2.179 0.6 
385,900 4.9 
387 a 
(8,798) (0.1) 
129,233,939 763.7 
2,457,660 32.6 
18,870,000 247.3 
(21,753) (0.3) 
150,539,846 1,043.3 
2,101,017 31.3 
1,050 a 
240 = 
a (674.4) 
(542) = 
152,641,611 400.2 


gas operations to the Company's common 
shareholders as at that date. (See Note 18) 
The expenses of the Plan of Arrangement net 
of taxes have been charged to Contributed 
Surplus. 


mon shares to BCE Inc. (‘“‘BCE’’) at the same 
price. Gross proceeds from the public offering 
and sale to BCE were $250.0 million. 


NET INCOME PER COMMON SHARE 


Net income per common share during the 
respective years is calculated using the 
weighted average number of common shares 
outstanding after provision for dividends on 
preferred shares, which amounted to $31.8 
million, $37.4 million and $38.6 million in the 
years ended December 31, 1989, 1988 and 
1987. The weighted average number of shares 
outstanding for the years ended December 31, 
1989, 1988 and 1987 are 151,740,962, 


EMPLOYEE STOCK INCENTIVE PLAN 


(i) Share Purchase Feature The Company 
has a Key Employee Stock Incentive Plan 
(‘KESIP’’) under which the Company provides 
interest-free loans through a trustee to certain 
key employees, some of whom are also offi- 
cers, to purchase common shares of the Com- 
pany. These loans are repayable within ten 


(ii) Stock Option Feature |n1988, KESIP was 
amended to permit the award to certain key 
employees, some of whom are also officers, 
options to purchase the Company’s common 
shares. Options may be exercised at a price to 
be determined at the time the option is 
awarded. Generally, 20% of the common 
shares subject to an option may be purchased 
at the end of each year following the award 
date of the option. Each share option issued to 
officers may be accompanied by a share 


Options 


Outstanding — January 1, 1988 
Granted 

Exercised 

Cancelled or expired 


Outstanding — December 31, 1988 
Granted 

Exercised 

Cancelled or expired 


Outstanding — December 31, 1989 


Certain officers of the Company who received 
stock options also received share appreciation 


COMMON SHARES RESERVED 


The maximum number of common shares of 
the Company that may be issued under KESIP 
is 15,000,000 shares subject to an annual 
limitation of 1,200,000 shares. In addition to the 
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146,297,633 and 126,267,405, respectively. 
The calculation of net income per common 
share on a fully diluted basis assumes conver- 
sion of all securities, exercise of all options and 
exercise of all common share purchase war- 
rants, for the relevant years that such securities 
were outstanding, if such action would result in 
dilution of earnings per share. In 1989, 1988 
and 1987, the effect of potential dilution was 
immaterial. 


years. The outstanding balance of these loans 
totalled $29.9 million, $35.2 million and $41.4 
million at December 31, 1989, 1988 and 1987, 
respectively. During 1989, 1988 and 1987, nil, 
21,300 and 8,570 shares respectively issued 
under the KESIP were purchased by the Com- 
pany for cancellation. 


appreciation right which would be exercisable 
only within 60 days following a share exchange 
offer for the Company’s common shares by 
BCE, if one were to be made. A share appreci- 
ation right entitles the holder to receive a 
payment from the Company equal to the 
amount by which the fair market value of the 
common share on the date when such right is 
exercised exceeds the exercise price of the 
accompanying option. 


Number of Exercise Shares 
Shares Prices Exercisable 
nil 
307,700 $14.70 
307,700 $14.70 nil 
284,900 $16.75 
(240) $14.70 


592,360 $14.70-$16.75 61,300 


rights totalling 319,500 shares. 


above options, as at December 31, 1989, 
338,850 common shares have been set aside 
and reserved for future issuance. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


NOTE 11+ PAYMENTS ON FUTURE GAS SUPPLY 


The majority of the Company’s gas purchase 
contracts include provisions which require pay- 
ments by the Company when it is unable to 
nominate for delivery specified minimum 
annual quantities of gas. The contracted sup- 
ply exceeded demand in past years, and the 
Company has outstanding direct payments 
(‘‘take-or-pay payments’’) of $37.0 million 
(1988 — $38.2 million) to producers for gas to 


be delivered in future years. Costs associated 
with financing such payments are being recov- 
ered by the Company through producers’ 
agreements or pursuant to regulations made 
under the Take-or-Pay Costs Sharing Act 
(Alberta). Reference should be made to Note 
19 (A) for other indirect take-or-pay financing 
arrangements. 


NOTE 12+ DEFERRED CHARGES AND OTHER ASSETS 


December 31 (millions of dollars) 


Deferred Amounts 

Subject to regulation 

Not subject to regulation: 
Unamortized foreign exchange losses 
Other deferred amounts 


Other Assets 
Development projects 
Other investments 


The deferred amounts subject to regulation are 
amortized and recovered or refunded in future 


NOTE 13 + PENSION PLANS 


The Company has a non-contributory pension 
plan and a Supplemental Retirement Plan 
(‘SRP’’). The non-contributory pension plan 
covers all employees who have completed one 
year of service and provides a defined benefit 
pension based on length of service and the 
employee’s final average earnings. The SRP 
provides a supplemental pension benefit to 
executives upon retirement. 

The cost of pension benefits earned by 
employees is determined using the projected 
unit credit method pro rated over the service 


Year ended December 31 (millions of dollars) 
Pension costs for benefits earned during 
the current period 


Amortization of transition amount and other 


Net pension expense 
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1989 1988 
48.3 33.6 
53.9 94.0 
4.9 (17.6) 
107.1 110.0 
10.4 15.7 
48.1 37.6 
58.5 53.3 
165.6 163.3 


periods through the tollmaking process. 


life of the employee group. This cost is charged 
to operations as services are rendered and 
reflects management’s best estimate of 
expected plan investment performance, salary 
escalation, terminations and retirement ages of 
plan members. Adjustments arising from plan 
amendments, changes in assumptions and 
experience gains and losses are amortized on 
a straight-line basis over the expected average 
remaining service life of the employee group. 
The components of the Company’s pension 
expense are detailed as follows: 


1989 1988 1987 
9.9 9:2 4.7 
3.0 26 0.4 

12.9 138) 5.1 


The Company contributes annually to the pen- 
sion plan the amount that is determined by the 
actuary. Contributions are intended to provide 
for benefits attributed to service to date. Obliga- 


December 31 (millions of dollars) 


Accumulated benefits based on service 
to date and current compensation: 
Vested 
Non-vested 


Accumulated benefit obligation 
Additional amounts related to projected 
salary increases 


Actuarial present value of current 
accumulated pension benefits 
Pension plan assets at fair value 


Deficit 


Pension plan assets are at average market 
value using five-year moving average and 
include marketable equity securities, corporate 
and government debt securities and mort- 
gages. 


tions under the SRP are not pre-funded, but are 
paid directly to retired members of the plan. 
The funded status of the Company’s pension 
plan is as follows: 


1989 1988 
116.1 107.1 
14.7 15,0 
130.8 d22e 
49.6 49.3 
180.4 171.4 
145.9 129.6 
34.5 41.8 


The discount rate used in determining the 
actuarial present value of the projected pen- 
sion benefit obligations was 8.5%. The rate of 
the return on pension plan assets was esti- 
mated to be 8.5% per annum. 


NOTE 14+ RELATED PARTY TRANSACTIONS 


Sales revenue from and payments by the 
Company for gas transportation services to 


Year ended December 31 (millions of dollars) 


Gas Sales 

Great Lakes 

TQM 

Charges for Gas Transmission Services 
Great Lakes 

TQM 


each of Great Lakes and TQM, affiliates of the 
Company, were as follows: 


Amounts due from and to associated companies were as follows: 


December 31 (millions of dollars) 


Accounts receivable 
Accounts payable 


The recovery in the Company’s regulated cost 
of service of charges by Great Lakes and TQM 
for gas transmission services is subject to the 
NEB’s toll making process. In 1989, TQM did 
not buy gas directly from the Company. 

Reference should be made to Note 10 
regarding loan transactions between the Com- 
pany and certain of its employees for the 
purchase of common shares. 
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1989 1988 1987 
153.2 200.6 168.0 
= 42.3 59.7 
125.8 182:0 155.3 
70.7 72.5 80.3 
1989 1988 

2.7 pags 

16.6 Wi 


As at December 31, 1989, BCE held 
approximately 49% of the Company's out- 
standing common shares and is a participant, 
as to a portion of its common shares, in the 
Company's dividend reinvestment and share 
purchase plan. Reference should be made to 
Note 10 with respect to common shares sold to 
BCE during 1988. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


NOTE 15+ RESTRICTION ON DIVIDENDS 


Declaration of dividends on both preferred and 
common shares is restricted under certain 
preferred share provisions and under several 
debt instruments. At December 31, 1989, 


under the most restrictive provisions, approxi- 
mately $250 million was available for the 
payment of dividends on common shares. 


NOTE 16+ DECREASE / (INCREASE) IN WORKING CAPITAL 


FROM CONTINUING OPERATIONS 


A decrease in working capital results in an 
increase in cash generated internally. An 
increase in working capital results in a reduc- 


Year ended December 31 (millions of dollars) 


Accounts receivable 
Inventories 

Accounts payable 
Income taxes payable 
Interest accrued 


tion in cash generated internally. The following 
table sets forth the changes in the components 
of working capital from continuing operations: 


1989 1988 1987 
25.7 33.0 (37.6) 
(3.8) (5.6) 33.3 
24.6 34.5 0.1 
(20.0) (63.4) 85.8 
10.3 (7.3) Sef 
36.8 (8.8) 85.3 


NOTE 17-INVESTMENT AND ASSET PROVISIONS 


In 1988, the Company determined that the 
carrying value of certain assets should be 
reduced due to the uncertainty of their ultimate 
recovery and as a result recorded a provision 
totalling $29.0 million or 20 cents per share 
before and after income taxes. This provision 


NOTE 18 - DISCONTINUED OIL AND GAS 


In 1979, the Company made its first significant 
investment in oil and gas properties through a 
wholly owned subsidiary, TCPL Resources 
Ltd., which acquired an undivided interest in a 
portion of the onshore oil and gas properties of 
Dome Petroleum Limited. In 1984, the Com- 
pany purchased all of the assets of Wessely 
Energy Corporation, a United States oil and 
gas corporation. Effective December 31, 1987, 
the Company acquired approximately 97% of 
Encor Energy Corporation Inc. (‘‘Encor’’). The 
remainder of Encor was acquired in 1988. 

In December 1988, the Company sold all 
of its United States oil and gas properties held 
by its wholly owned subsidiary Wessely Energy 
Company, effective July 1, 1988, for a total 
consideration of approximately U.S. $125 mil- 
lion. This disposition resulted in a loss, before 
and after income taxes, of $52.7 million. 
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included $25.0 million related to the Com- 
pany’s investment in international pipeline 
inspection services and $4.0 million for other 
assets. No such provisions were required in 
198907 1987. 


OPERATIONS 


On May 2, 1989, the Company completed 
a Plan of Arrangement. Under the terms of the 
Plan of Arrangement, the Company combined 
its remaining oil and natural gas exploration, 
development and production business under 
one corporate entity, Encor Inc. An integral part 
of the Plan of Arrangement was the refinancing 
of Encor Inc. which resulted in the Company 
receiving $493.5 million thereby reducing its 
investment to $674.4 million. The common 
shares of Encor Inc. were then distributed to 
the Company’s common shareholders elimi- 
nating the Company’s investment. 

As a result, the Company’s former oil and 
gas interests have been classified as 
discontinued operations and the financial 
statements reflect both continuing and discon- 
tinued operations. 


The following sets out the summarized financial information for discontinued oil and gas operations: 


December 31 (millions of dollars) 


Assets 
Liabilities 


Shareholders’ equity 


Year ended December 31 (millions of dollars) 


Operating revenues 
Costs and expenses 


Operating loss 
Loss on disposal 


Net loss 


The Company followed the full cost method of 
accounting for its oil and gas operations and 


1988 

2,152.6 
(998.9) 

1,153.7 

1989 1988 1987 
107.4 324.1 194.3 
120.8 352.3 205.7 
13.4 28.2 11.4 
~ 52.7 2 
13.4 80.9 11.4 


used the unit-of-production method to calculate 
depletion. 


NOTE 19 - COMMITMENTS AND CONTINGENCIES 


(A) GAS SUPPLY 


During 1982 and 1983, the Company con- 
cluded arrangements (referred to as the “‘Top- 
gas Programs’’) with syndicates of banks and 
substantially all of its producers to finance its 
take-or-pay payments incurred up to and 
including the contract year ended October 31, 
1983. Pursuant to the Topgas Programs, 
Alberta corporations controlled by the banking 
syndicates (the ‘‘Topgas Companies’’) 
advanced approximately $2.7 billion to these 
producers in respect of these take-or-pay pay- 
ments. Pursuant to contractual arrangements, 
recovery of the advances commenced in 1984 
and is being effected in instalments by the 
nomination for delivery of prepaid gas. Sched- 
uled recovery of the prepaid gas for the Top- 
gas Programs will be completed not later than 
1994. As at December 31, 1989, approximately 
$1.2 billion ($1.45 billion as at December 31, 
1988) remained outstanding. Interest costs 
associated with the advances are being recov- 
ered by the Company through producers’ 


(B) GUARANTEE OF DEBT OF ENCOR 


Prior to the Plan of Arrangement (see Note 18), 
the Company had guaranteed a portion of the 
outstanding debt of Encor. As at December 31, 
1989, approximately $69 million of this debt 
continues to be guaranteed by the Company. 
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agreements or pursuant to regulations made 
under the Take-or-Pay Costs Sharing Act 
(Alberta). 

On January 10, 1990 the Topgas Compa- 
nies completed a refinancing of their debt 
obligations where under they issued deben- 
tures and commercial paper to investors by 
way of private placement. Proceeds from these 
issues were used to completely repay the bank 
syndicates. The reason for the refinancing was 
to reduce interest carrying costs for the pro- 
ducers who are participants in the Topgas 
Programs. 

In addition, the indemnities that the Com- 
pany had given the Topgas Companies 
against losses arising due to the inability or 
failure of a producer to deliver prepaid gas 
have been reduced from $360 million to the 
greater of 10% of the advances outstanding 
and $25 million. As of January 10, 1990, the 
indemnities would total approximately $120 
million. 


The Company receives a fee of 0.75% per 
annum on the aggregate amount of such 
indebtedness outstanding from time to time 
until maturity. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(C) FINANCING OF NORTHERN BORDER PIPELINE COMPANY 


The debt financing of the Northern Border 
pipeline was provided by a syndicate of banks 
in atotal amount of U.S. $874 million. As at 
December 31, 1989, U.S. $442.3 million is 
outstanding. 

Under the terms of this debt financing, the 
Company may be required to make available 
to the Northern Border partnership funds suffi- 
cient to enable the partnership to fully amortize 
the outstanding balance at the final maturity 
date in 1996. If the Company were required to 
make any payment pursuant to the foregoing, 


(D) FOOTHILLS PIPE LINES (SASK.) LTD. 


Pursuant to a Transportation Service Agree- 
ment, the Company may be required to 

pay certain minimum charges in connection 
with the Foothills (Gask.) system until October 
31, 1997. Current transportation contracts, 


(E) RELOCATION EXPENSES 


During 1989, the Company announced its 
intention to relocate its offices from Toronto to 
Calgary. The Company estimates the cost to 
be approximately $50 million before tax. The 
estimated amount that will not be recovered 


(F) CAPITAL COMMITMENTS 


The Company expects to spend the following 
with respect to its mainline facilities and for 


(millions of dollars) 
Gas Transmission segment 
Great Lakes Gas Transmission Company 


Iroquois Gas Transmission System 
Ocean State Power Project 
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it would have recourse against the partnership. 

The Operator for the partnership and the 
agents for a syndicate of banks have executed 
a financing plan under which the outstanding 
debt balance of the Northern Border pipeline 
will be refinanced in 1990 and will exclude the 
requirement whereby the Company may have 
to make funds available to the Northern Border 
partnership. The Operator anticipates that the 
refinancing will be completed in the first quarter 
of 1990. 


extending to or beyond October 31, 1997, are 
well above the level at which the Company 
could be called upon to perform under this 
Agreement. 


through tolls is $6.5 million before tax and has 
been expensed in 1989. It is the Company’s 
intention to apply to the NEB to recover the 
remainder of these costs through tolls. 


equity contributions to its investments and 
projects. 


NOTE 20+ SIGNIFICANT DIFFERENCES BETWEEN CANADIAN 
AND UNITED STATES GAAP 


The Company’s Consolidated Financial State- different in some respects from those applica- 
ments are prepared in accordance with Cana- ble in the United States. The following sets forth 
dian generally accepted accounting principles the reconciliation of these differences: 


(‘Canadian GAAP’’) and practices which are 


(a) Net income/(loss) in accordance with U.S. GAAP: 


Year ended December 31 (millions of dollars except per share amounts) 1989 1988 1987 
Income from continuing operations as reported 210.1 TS 171.4 
U.S. GAAP adjustments: 

Foreign currency translation (i) 40.1 15897 (62.4) 

Income taxes (ii) (21.1) 43.2 - 

Effects of tolls decisions (iii) - — (8.4) 

Other ~ ies (1.1) 
Income from continuing operations 

in accordance with U.S. GAAP 229.1 TASKS, 99.5 
Loss from discontinued operations 

in accordance with U.S. GAAP (iv) (3.0) (79.4) (183.0) 
Income/(loss) before extraordinary item 226.1 196.5 (83.5) 
Reduction of income taxes from the 

application of prior years’ losses (ii) 21.1 — - 


Net income/(loss) for the period 
in accordance with U.S. GAAP 247.2 196.5 (83.5) 


Net income/(loss) applicable to common 
shares in accordance with U.S. GAAP 215.4 159M G22 7al\) 


Per common share data: 


Income from continuing operations $ 1.30 Sis63 $ 0.48 

Loss from discontinued operations (0.02) (0.54) (1.45) 

Income/(loss) before extraordinary item 1.28 1.09 (0.97) 

Extraordinary item 0.14 - — 

Net income/(loss) $ 1.42 $ 1.09 $ (0.97) 
(i) Under Canadian GAAP, the Company such debt. Under U.S. GAAP, such gains and 
defers foreign exchange losses with respect to losses are immediately recognized in income in 
its unhedged borrowings in foreign currencies the period. 


and amortizes them over the remaining life of 


(ii) Under U.S. GAAP, the reduction of $43.2 million in 1988 with respect to deferred 
income taxes arising from the application of U.S. tax benefits previously recorded. Under 
prior years’ losses would be reported sepa- U.S. GAAP no benefits had been recorded 
rately as an extraordinary item in 1989. Under and therefore no provision was necessary. 


Canadian GAAP the Company expensed 


(iii) As aresult of the 1987 NEB tolls decision ously reported 1986 earnings of $8.4 million. 
relating to 1986, the Company, under Cana- Under U.S. GAAP, this would have been 
dian GAAP, made an adjustment to its previ- included in 1987 net income. 

(iv) Differences arise from the application of those prescribed under the Securities and 
the full cost method of accounting and related Exchange Commission rules. 


ceiling test rules under Canadian GAAP from 
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NOTES TO CONSOLIDATED FINANCIAL 


(b) Asaresult of the Canadian/U.S. GAAP 
reconciliation and additional disclosure require- 


December 31 (millions of dollars) 


Discontinued Oil and Gas Operations 
Deferred Charges and Other Assets 
Common Shareholders’ Equity 


Amount reported under 


STATEMENTS 


ments under U.S. GAAP, the Statement of 
Consolidated Financial Position changes are: 


Approximate amount 
as adjusted to conform 


Canadian GAAP with U.S. GAAP 


1989 1988 1989 1988 

- en ooe ~ 604.8 
165.6 163.3 112.4 70.0 
1,169.2 1,766.1 1,086.1 1,088.7 


(c) Additional disclosure required under U.S. GAAP: 


(i) Under U.S. GAAP, Common Sharehold- 
ers’ Equity has been reduced by the amounts 


(ii) In December 1987, the Financial Account- 
ing Standards Board (‘‘FASB’’) issued State- 
ment of Financial Accounting Standards 

No. 96, ‘‘Accounting for Income Taxes’’. This 
statement is effective for fiscal years beginning 
after December 15, 1991. The Company has 


receivable from employees in connection 
with KESIP. 


not calculated the impact that the adoption of 
this new standard will have on its financial 
position and results of operations nor has it 
determined whether it will adopt this change by 
retroactive restatement or prospectively. 


(iii) The components of the Company’s pension expense are detailed as follows: 


Year ended December 31 (millions of dollars) 


Current service cost 

Interest on accrued benefits 
Expected return on pension assets 
Amortization of prior service cost 
Amortization of transition amount 


Net pension expense 


There is no significant impact on income for 
any difference between Canadian and U.S. 
GAAP pension expense, as a major portion of 


1989 1988 1987 
6.4 5.9 4.2 
14.4 4374 8.0 
(10.9) (9.8) (7.4) 
2.4 8.7 a 
(0.3) (0.5) (0.3) 
12.0 17.4 45 


the difference wou!d be deferred and recog- 
nized in income in the future as a result of the 
tollmaking process. 


The funded status of the Company’s pension plan for U.S. GAAP. purposes is as follows: 


December 31 (millions of dollars) 


Projected benefit obligation 
Pension assets-market value 


Deficit 

Unrecognized net (gain)/loss 
Unrecognized prior service cost 
Unrecognized net transitional assets 


Pension liability 


The amount of deficit reported above is less 
than the amount calculated under Canadian 
GAAP as a result of differences in the valuation 
of pension assets. Under U.S. GAAP, pension 
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1989 1988 
180.4 171.4 
157.1 134.9 
(23.3) (36.5) 

(11.3) 24 

27.2 28.4 

(6.2) (6.5) 
(13.6) (12.5) 


assets are at market value, whereas under 
Canadian GAAP such assets are at an average 
market value using five-year moving average. ° 


SUPPLEMENTARY INFORMATION 


QUARTERLY CONSOLIDATED FINANCIAL DATA (Unaudited) 


(A) SELECTED QUARTERLY FINANCIAL DATA 


The following sets forth selected quarterly amounts. Revenues and operating income 
financial data for the four quarters of 1989 and include only those of continuing operations. 
1988 in millions of dollars except for per share 


Three Months Ended Mar. 31 June 30 Sept. 30 Dec. 31 

1989 

Revenues 920.4 677.5 686.2 798.8 

Operating income 110.1 103.9 110.6 103.4 

Net income 34.0 44.8 63.8 54.1 

Net income applicable to common shares 24.7 36.2 56.7 47.3 

Per common share data: 

Net income applicable to common shares $0.16 $0.24 $0.38 $0.31 

1988 

Revenues : 929.6 WUE 682.9 882.5 

Operating income Nese 124.7 118.0 107.2 

Net income/(loss) PHS PTE (22.2) (41.6) 
Net income/(loss) applicable to common shares 18.2 18.4 (31.6) (51.0) 
Per common share data: 

Net income/(loss) applicable to common shares $0.13 $0.13 $(0.23) $(0.34) 


(B) PRICE RANGE OF COMMON SHARES 


The Company’s common shares are listed on traded. The following table sets forth the quar- 
the Vancouver, Alberta, Winnipeg, Toronto, terly high and low sales prices of the Com- 
Montreal and New York stock exchanges. The pany’s common shares as reported by The 
Toronto Stock Exchange is the principal market Toronto Stock Exchange and New York Stock 
on which the Company’s common shares are Exchange respectively: 
Toronto New York 
Stock Exchange Stock Exchange 
High Low High ren 
(Can.$) (U.S.$) 

1989 
First Quarter , $16.25 $14.50 $13.63 $12.00 
Second Quarter 
(before the Encor Inc. distribution) 16.63 15.88 14.00 13.38 
(after the Encor Inc. distribution) 15.00 13.88 12.63 11.75 
Third Quarter 17.50 14.25 14.63 12.00 
Fourth Quarter 17.75 16.13 15.25 13.75 
1988 
First Quarter $16.25 $13.00 $12.38 $10.25 
Second Quarter 15.38 13.00 12:38 10.50 
Third Quarter 14.13 12250 WAS) Oss 
Fourth Quarter US), FA) WATAS) 13.25 10.25 
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FIVE-YEAR FINANCIAL AND OPERATING HIGHLIGHTS 


1989 1988 1987 1986 1985 
FINANCIAL 
(millions of dollars except where indicated) 
Operating Results 
Revenues 3,082.9 3,268. 7 Sweet 3,964.6 4,419.6 
Operating Income 428.0 467.6 5240 518.3 SSOKG 
Income from Continuing Operations 210.1 72.3 171.4 WAS) Ales 
Loss from Discontinued Operations (13.4) (80.9) (11.4) (145.3) (11053) 
Net Income/(Loss) for the Year 196.7 (8.6) 160.0 O22 162.5 
Net Income/(Loss) Applicable to 
Common Shares 164.9 (46.0) 121.4 9.4 Vere 
Assets 
Plant, Property and Equipment (net) 
Gas Transmission 3,055.4 ASO 2,459.4 2,474.9 Zeman 
Gas Sales, Marketing and Other 88.6 89.5 120.9 103.5 Sis).6} 
Total Assets 4,623.4 5,022.9 5'356'6 6). Gtsy2 fe) 5S S7i2Z16 
Capitalization 
Long-Term Debt 2,443.7 Aree 2,308.8 ZO7 GO 2,138.8 
Preferred Shares 
Subject to mandatory redemption 240.0 315:0 SilioO 310.0 315.0 
Not subject to mandatory redemption 103.7 128.9 129.0 129.4 130.0 
Common Shareholders’ Equity 1,169.2 UnfAsion? 1,678.3 1,649.5 WS7SrS 
Cash Flow Data 
Funds generated from continuing operations 289.7 286.5 246.2 3/6:7 386;3 
Capital expenditures 671.0 146.4 96.2 We 80.2 
Common Share Statistics 
Net Income/(Loss) per Common Share 
Income from Continuing Operations $ 1.18 $ 0.24 SIMO SS Ae Se2s5 
Loss from Discontinued Operations $ (0.09) $ (0.55) $ (0.09) Sa(esil)) ie $ (1.14) 
Net Income/(Loss) for the Year $ 1.09 $ (0.31) $ 0.96 $ 0.09 $ 1.21 
Dividends declared per common share $ 0.68 $ 0.68 SS Te le See Stella 
Funds generated from continuing operations 
per average common share $ 1.91 $ 1.96 Sael95 a Ghee) S1S:95 
Outstanding-year end (millions) 152.6 HOO kom 129.2 123.2 98.9 
-weighted average (millions) 151.7 146.3 126.3 110.2 97.0 
Number of shareholders, December 31 19,254 22,636 24,062 24,259 21AS 
Common equity per share at year end $ 7.66 Sads $12.99 $13.39 $13.89 
Number of Regular Employees 
December 31 1,765 1,939 2,016 2,026 1,945 
In Accordance with U.S. GAAP 
Income from Continuing Operations 229.1 PAYS) SENS 1070 T2174: 
Loss from Discontinued Operations (3.0) (79.4) (183.0) (379.3) (120.0) 
Net Income/(Loss) for the Year 247.2 196.5. (83.5) (2723) 1.4 
Net Income/(Loss) Applicable to 
Common Shares 215.4 159.1 @i2251) (Galom) (43.4) 
Net Income/(Loss) per Common Share 
Income from Continuing Operations $ 1.30 $ 1.63 $ 0.48 $ 0.58 $ 0.79 
Loss from Discontinued Operations $(0.02) $(0.54) $(1.45) $(3.44) $(1.24) 
Net Income/(Loss) for the Year $ 1.42 $ 1.09 $(0.97) $(2.86) : $(0.45) 
Common Shareholders’ Equity 1,086.1 1,088.7 781.6 988.5 420.1 
Common equity per share at year end $ 7.12 $723 $ 6.05 $ 8.02 $ 4.25 
OPERATING 
Gas transmission volumes delivered 
(billions of cubic feet) 
Annual 1,418.0 1 Ce eto. © love e205 
Maximum per day 5.0 5.0 4.3 4.6 4.4 
Kilometres of pipeline-including loop line 11 039 10 675 10 600 10 593 10 593 
Compressor power (kilowatts) 1059400 1027400 1023200 1020500- 1020500 
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Vice-President, Public Affairs 


WHOLLY-OWNED 
SUBSIDIARIES 


Western Gas Marketing 
Limited 


Gerald J. Maier 
Chairman 


Craig R. Frew 
President 


John Anthony 
Vice-President, Marketing 


R. Glen Caughey 
Vice-President, Canadian Sales 


Murray A. Ross 
Vice-President, U.S. Sales 


David G. Hanson 
Vice-President, U.S. Gas Supply 


Barry G. Luft 
Vice-President, Gas Supply 


William A. Scotland 
Vice-President, Government 
Relations and Administration 


Cancarb Limited 


A. Russell Steele 
President and Chief Operating 
Officer 


Robert D. Hale 
Vice-President 


International Pipeline 
Engineering Limited 
(Pipetronix Division) 
Donald C. Ingram 
President 


Pipetronix Inc. 


Donald C. Ingram 
President 


Dale E. Well 
Vice-President 


TCPL Holdings B.V. 


Robert G. Wall 
Managing Director 


CORPORATE OFFICES 


Executive Office 


R207 Box543 

Commerce Court West 
Toronto, Ontario, M5L 1C2 
Telephone (416) 869-2111 


Registered Office 
530 Eighth Avenue S.W. 


Calgary, Alberta, T2P 3V6 
Telephone (403) 269-561 1 
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Subsidiary Offices 


Cancarb Limited 

BO sBo<ei® 

1702 Brier Park 

Crescent N.W. 

Medicine Hat, Alberta, 
T1A 7G1 

Telephone (403) 527-1121 


International PipeLine Engineering 
Limited 

(Pipetronix Division) 

P.O. Box 54 

Commerce Court West 

Toronto, Ontario, MSL 1C2 
Telephone (416) 869-2046 


Pipetronix GmbH 

Lorenzstr.4 

7513 Stutensee-Blankenloch 
West Germany 

Telephone 011-49-724492083 


Pipetronix Inc. 

2207 Oil Center Court 
Houston, Texas77073 
Telephone (713) 821-7633 


TCPL Holdings B.V. 

World Trade Center Amsterdam 
Strawinskylaan 435 

1077 XX Amsterdam 
Telephone 011-31-20-6620171 


Western Gas Marketing Limited 
530 Eighth Avenue S.W. 
Calgary, Alberta, T2P 3V6 
Telephone (403) 269-5611 


Western Gas Marketing USA Ltd. 
600 North Pearl St. 

Suite 2230, L.B. 127 

Dallas, Texas 75201 

Telephone (214) 954-1788 


TRANSCANADA PIPELINES LIMITED 


Subsidiaries 
Cancarb Limited 


International PipeLine 
Engineering Limited 


Pipetronix GmbH 
Pipetronix Inc. 

TCPL Holdings B.V. 
TCPL Power Ltd. 
TransCan Holdings Inc. 


TransCanada Border 
PipeLine Ltd. 


TransCanada lroquois Ltd. 


TransCanada PipeLine 
Alaska Ltd. 


TransCanada PipeLine 
USA Ltd. 


TransCanada PipeLines Finance 
USA Ltd. 


Western Gas Marketing Limited 
Western Gas Marketing USA Ltd. 
Affiliates 


Great Lakes Gas Transmission 
Company 


Trans Québec & Maritimes Pipeline 
Inc. 


INVESTOR INFORMATION 


Common Shares 


Transfer Agents and Registrars: 
Montreal Trust Company, 
Montreal, Toronto, Winnipeg, 
Regina, Calgary and Vancouver, 
Bank of Montreal Trust Company, 
New York 


Preferred Shares 


Transfer Agent and Registrar: 
$2.80 cumulative redeemable 
first preferred shares 

National Trust Company, 
Montreal, Toronto, Winnipeg, 
Calgary and Vancouver 


Cumulative redeemable 
retractable first preferred shares 
series H, series | and series J 
The Royal Trust Company, 
Montreal, Toronto, Winnipeg, 
Regina, Calgary and Vancouver 


Cumulative redeemable 
perpetual first preferred shares 
series K are transferable at the 
office of the company. 


Bonds 


Trustee: 


- National Trust Company, Toronto 


Registrar Canadian Series: 

9 1/4% and 8 7/8% first mortgage 
pipe line bonds, National Trust 
Company, Montreal, Toronto, 
Winnipeg, Calgary and Vancouver 


Co-Registrars U.S. Series: 

16% and 16 3/4% first mortgage 
pipe line bonds, National Trust 
Company and Morgan Guaranty 
Trust Company of New York 


Co-Registrars U.K. Series: 

16 1/2% first mortgage pipe line 
bonds, National Trust Company 
and The Royal Bank of Scotland 
plc, London, England 


Debentures 


Trustee and Registrar: 

Central Guaranty Trust Company, 
Montreal, Toronto, Winnipeg, 
Calgary and Vancouver 


10% series A sinking fund, 

9 3/4% series B sinking fund, 
9% series C sinking fund, 

8 7/8% series D sinking fund, 
9% series E sinking fund, 

11 1/2% series F sinking fund, 
9.60% series G sinking fund, 
18% series H sinking fund, 
11.70% series |, 

11.40% series J, 

10.45% series K, 

10.80% series L, 

10.55% series M, 

11.10% series N, 

10.50% series O, 

10.50% series P, 

and 10.625% series Q debentures 


Stock Exchanges 


Common and preferred shares are 
listed on the Toronto, Montreal, 
Vancouver, Alberta and Winnipeg 
stock exchanges. The common 
shares are also listed on the New 
York Stock Exchange. 


Stock Symbols 


Common shares: TRP 

$2.80 cumulative redeemable first 
preferred shares: TRP.PR.A 
Cumulative redeemable 
retractable first preferred shares: 
Series H: TRP.PR.H 

Series |: TRP.PR.| 

Series J: TRP.PR.J 


Form 10-K 


The company’s report to the 
Securities and Exchange 
Commission on Form 10-K is 
available to common shareholders 
at no charge by writing to: 


Stock and Debt Services 
TransCanada PipeLines 
P.O. Box 54 

Commerce Court West 
Toronto, Ontario 

M5L 1C2 


Si vous désirez vous procurer un exemplaire de ce rapport en frangais, veuillez vous 
adresser a TransCanada PipeLines, |’Administration du Capital-Action et de la Dette. 
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INVESTOR INFORMATION 


INVESTMENT INFORMATION FOR FOREIGN INVESTORS 


In Canada there are no restrictions on the 
export or import of capital which affect the 
company’s remittances of dividends, interest 
or other payments to its non-resident security 
holders. 

Dividends paid by the company to 
shareholders outside of Canada are subject 
to Canadian non-resident withholding tax. 
This tax is generally at the rate of 15% for the 


United States and other countries where 
Canadian tax treaties apply and 25% for 
non-treaty countries. 

Interest payable on the company’s debt 
securities held by non-residents may be 
subject to Canadian withholding tax 
depending upon the terms and provisions of 
such securities. 


DIVIDEND REINVESTMENT AND SHARE PURCHASE PLAN 


This Plan allows common and preferred 
shareholders of the company to purchase 
additional common shares of the company 
by reinvesting their cash dividends and by 
making optional cash payments. 

Shares acquired through the Plan with 
reinvested dividends are purchased at 95% 
of the average market price and shares 
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acquired with optional cash payments are 
purchased at 100% of the average market 
price. There are no brokerage commissions 
payable under the Plan and all administrative 
costs of the Plan are paid by the company. 

Shareholders who wish more information 
regarding the Plan should contact the Stock 
and Debt Services department. 
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